Sat Ry 1iR Rt? RY, 
ONY nih, 
JUN 23 1904 


PUBLICATIONS 
OF THE 


Economic ASSOCIATION 


THIRD SERIES. ISSUED QUARTERLY. 
VoL. V, No. 2. Price, $4.00 PER YEAR. 


AMERICAN 








PAPERS AND PROCEEDINGS 


SIXTEENTH ANNUAL MEETING 
PART II 


NEW ORLEANS, LA. 


DECEMBER 29-31, 1903 


MAY, 1904 





PUBLISHED FOR THE 
AMERICAN ECONOMIC ASSOCIATION 
BY THE MACMILLAN COMPANY 
NEW YORK 
LONDON : SWAN SONNENSCHEIN & CO. 





AMERICAN ECONOMIC ASSOCIATION 


Organized at Saratoga, September 9, 1885 


EX-PRESIDENTS 


*FPRANCIS A. WALKER, HENRY C. ADAMS, 
Massachusetts Inst. of Technology. University of Michigan, 

*CHARLES F. DUNBAR, ARTHUR T, HADLEY; 
Harvard University. Yate University. 

JouN B. CLARE, RICHARD T. Ety, 
Columbia University. University of Wisconsin. 
EpwIn R. A. SELIGMAN, 
Columbia University. 


OFFICERS FOR THE YEAR 1904 


President. 


FRANK W. TAussic, 
Harvard University. 


Vice-Presidents. 


IRVING FISHER, 
Vale University. 

Joun H. Gray, 
Northwestern University. 

Joun GRAHAM BROOKS, 
Cambridge, Mass. 


Secretary and Treasurer. 


FRANK A. FETTER, 
Cornell University, Ithaca, N. Y. 


Publication Commitice. 


Jacos H. HoLLANDER, Chairman, Davip KINLEY, 
Johns Hopkins University, Baltimore, Md. University of Illinois. 
THomas N. CARVER, WiiiiaMm A, Scort, 
Harvard University. University of Wisconsin. 
Davis R. DEwEy, HENRY R. SEAGER, 
Massachusetts Inst. of Technology. Columbia University. 


Executive Committee. 
Ex-Officio Members— | Elected Members— « 


THE PRESIDENT i} WinTHROP M. DANIELS, 
i Princeton University. 
THE SECRETARY-TREASURER Henry B. GARDNER, 
ne Brown University. 
THE CHAIRMAN PuBL, Com. I WiLutaM Z. RIPLEY, 
| 


Harvard University. 


Inquiries and ofher communications regarding membership, subscriptions 
meetings, and the general affairs of the Association should be addressed to the 
Secretary of the American Economic Association, Cornell University, Ithaca, N. Y. 

Orders for publications should be addressed to The Macmillan Co., 66 Fifth 
Avenue, New York. 


* Deceased. 








PUBLICATIONS 


OF THE 


AMERICAN Economic ASSOCIATION 


THIRD SERIES. ISSUED QUARTERLY. 
VoL. V, No. 2. PRICE, $4.00 PER YEAR. 








PAPERS AND PROCEEDINGS 


SIXTEENTH ANNUAL MEETING 
PART II 


NEW ORLEANS, LA. 


DECEMBER 29-31, 1903 


MAY, 1904 


PUBLISHED FOR THE 
AMERICAN ECONOMIC ASSOCIATION 
BY THE MACMILLAN COMPANY 
NEW YORK 
LONDON : SWAN SONNENSCHEIN & CO. 














Copyright, 1904, by 
AMERICAN ECONOMIC ASSOCIATION 





PRESS OF 
ANDRUS & CHURCH 
ITHACA, N. Y. 








CONTENTS 































( PAGE 
. THE MANAGEMENT OF THE SURPLUS RESERVE. By Edward 

S. Meade, University of Pennsylvania_______..___ -._____- I 

DISCUSSION : John H. Gray, Northwestern University_._. 17 

Victor Rosewater, Omaha, Neb.____.-..._______ 23 

+ Henry Rand Hatfield, Chicago University _____- 28 


Tae THEORY OF LOAN CREDIT IN RELATION TO CORPORA- 
TION ECONOMICS. By J. Pease Norton, Yale University.._ 34 


DISCUSSION : Frederick A. Cleveland, New York Univer- 
Ee ee eS ee ay ae eee 57 


STATE TAXATION OF INTERSTATE COMMERCE. By Frank J. 
Goodnow, Columbia University__....-.....-.-----....... 63 


Discussion: Winthrop M. Daniels, Princeton University 86 


Frederick N. Judson, St. Louis, Mo. ._.._..____.. 86 
Carl C. Plehn, University of California_._._.___ 89 
Trusts. By Henry C. Adams, University of Michigan______ gI 


Discussion: Balthaser H. Meyer, University of Wisconsin 108 


James Edward Le Rossignol, Univ. of Denver___ 113 


Edward W. Bemis, Cleveland, O. -............. 117 
Maurice H. Robinson, University of Illinois _... 123 
W. G. L. Taylor, University of Nebraska_______ 130 


Jacob H. Hollander, John Hopkins University__ 131 
Thomas N. Carver, Harvard University_.....__ 132 


H. W. Farnum, Yale University, (summary of 
SS 


A THEORY OF SOCIAL CAUSATION. By Franklin H. Gid- 
See, Ca CE ines sett intent cntiine cans 139 


Discussion : Albion W. Small, Chicago University_____ 175 
Charles Horton Cooley, University of Michigan. 182 





, Lester F. Ward, Smithsonian Institute _......._ 187 
George L. Burr, Cornell University_........___- 190 
Willis Mason West, University of Minnesota. ___ 193 
Franklin H. Giddings, (closing discussion) ____- 199 
ET OO GI acct testis sintnik sie iain cs aon lahat 200 


a ee eS ae ee Ee ree ee eee, 








THE MANAGEMENT OF THE SURPLUS 
RESERVE 


EDWARD S. MEADE 


The surplus reserve of a corporation is the amount 
by which assets exceed liabilities. It consists of the 
accumulation of the amounts remaining out of income 
after fixed charges and dividends have been paid. The 
surplus is represented as a debit on the profit and loss 
account, and as a liability on the balance sheet. The 
purpose of its accumulation is either to guarantee the 
payment of interest and dividends, or because stock- 
holders believe that the money which might otherwise 
be distributed among them will yield a larger return if 
left in the business of their company than in any other 
form of investment which is open to them. The profits 
of any business, unless it be the receipts of some public 
service corporations, are subject to wide fluctuations. 
The requirements for interest are constant, and the rate 
of dividend, if a corporation desires an investment posi- 
tion for its stocks, should never move except to increase. 
Out of this situation, arises the necessity of establish- 
ing the lowest point on the curve of profits as the maxi- 
mum of distribution, and of employing the surplus over 
this amount, low in some years and high in others, in 
such a way as to add to the income. 

The proportion of annual profits which should be re- 
served for the surplus by any given concern depends 
upon the regularity of the demand for the product. A 
railroad, for example, can pay out a higher percentage 
of the profits of prosperous years than can a steel 
manufacturing or a shipping concern. In other words, 
the liability item on the balance sheet of a steel manu- 
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facturing corporation which is called surplus, should 
bear a larger proportion to the sum of the liabilities 
than in the accounts of a railroad. It will finally be 
conceded that a company which is organized on a specu- 
lative basis and whose stock contains an excessive 
amount of water, should reserve a larger proportion of 
earnings than a company which is firmly established in 
the confidence of investors. 

These principles of financial management are 
thoroughly understood and generally accepted by those 
who administer the finances of businessconcerns. Even 
when the necessity of making a market for speculative 
stocks compels the payment of the entire amount of 
profits to stockholders, the policy is sincerely regretted 
by those who adopt it and who usually sell their own 
holdings at an early date, thus manifesting, in a practi- 
cal manner, their disapproval. There are, however, 
certain variations and applications of these principles 
which will repay investigation. We may consider the 
following problems which concern the management of 
the surplus reserve. First, the various forms in which 
the reserve may be invested ; second, the apportionment 
of capital expenditures between earnings and the pro- 
ceeds of capital sales; third, the relation of maintenance 
expenses to the surplus; and fourth, the methods by 
which the surplus is distributed to stockholders. 

The ordinary form of the reserve is an investment in 
plant and equipment. It is rightly believed that money 
turned back into a going concern, especially when the 
demand for its products is increasing, will bring a larger 
return than when held in securities. It may be ques- 
tioned, however, whether a portion of these reserves 
could not be invested to greater permanent advantage in 
securities which bear no reference to the business in 
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which the concern is engaged. In other words, may 
there not be an advantage to those enterprises whose 
earnings are most subject to fluctuations in building up 
out of earnings, reserves of good securities, from which 
they may draw at all times a steady income which no 
reverses of business can disturb, and which will enable 
their managers to operate at cost or below cost, if such 
a policy is necessary to maintain their market position 
and to keep their plants in operation? For many years 
the directors of the Pennsylvania Coal Company pursued 
this policy and placed all of their earnings above a 
moderate dividend in outside investments with the result 
that they were eventually able to pay their dividends 
without reference to their coal business. The great 
shipping companies of England and Germany follow a 
similar course, and place a large portion of their sur- 
plus earnings in outside securities. It is claimed that 
the Cunard Company, for example, might lose all its 
ships and still have 37 per cent of their book value 
remaining. A reserve of securities may also be drawn 
upon during a period of depression to maintain the 
dividend rate. This practice is general among shipping 
companies. If the surplus reserve is to be regarded as 
a fund laid aside for a rainy day, this practice may be 
approved. If, however, the surplus is looked upon as an 
integral part of the business equipment, and this seems 
to be a more accurate conception of its place in the 
corporate economy, than the payment of dividends out 
of surplus is to becondemned. The only surplus which 
is available for dividends is a surplus of earnings. In 
other words, a dividend should never be paid unless it 
has been earned in the year in which it is declared. 
Aside from the stability which outside investment 
tends to introduce into the profits of a business, it is an 
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aid to credit. The time comes to every concern when 
the banks must be appealed to for funds, either to anti- 
cipate the sale of securities, or to advance the proceeds 
of bills receivable which a financial stringency has made 
it inadvisable to press for payment. This money can 
usually be borrowed on the credit of a going concern 
without special security. The obligation created is 
termed a floating or unsecured debt, as distinguished 
from a debt secured by lien on specific pieces of property. 
Other corporations, for example the Consolidated Lake 
Superior, in 1902, or the Philadelphia and Reading in 
1892, unable to obtain money in return for their unse- 
cured promises to pay, were forced to deposit a “ suffi- 
cient’ amount of collateral with the lender to secure the 
loan. The margin of security demanded is sometimes 
exorbitantly large. For example, the Philadelphia and 
Reading to secure a loan of $2,000,000 was forced to de- 
posit $12,000,000 of collateral, most of which was worth 
its face value. The Consolidated Lake Superior Com- 
pany more recently pledged all of its assets, representing 
the expenditure of approximately $28,000,000 to secure 
a loan of $5,050,000, and these were bought in by the 
lending syndicate for $4,500,000. In either case, 
whether collateral is deposited, or whether the credit of 
the corporation is utilized, the existence of an unfunded 
debt which will mature within a few months, is a 
menace to the solvency of the borrowing corporation. 
Under some conditions of the money market, as witness 
the bankruptcy of Reading, Erie, Atchison, and Norfolk 
and Western, it is impossible to secure an extension of 
these loans, and the corporation is forced into a receiver- 
ship or is shorn of its assets by the sale of securities 
which represent them. The creation of floating debt, 
an almost universal feature of corporation finance, has 











———— 




















a 














249] The Management of the Surplus Reserve 5 


been frequently followed by these disastrous conse- 
quences. 

If temporary loans could be made, on specific secu- 
rity, which did not represent assets indispensable to 
the borrower, a large use of credit would be much less 
dangerous than it is at present. In view of this fact 
would it not be wise for corporations to invest a portion 
of their annual profits in good securities? From these 
they might at all times derive at least four per cent and 
could also use them to raise money, when need arises, 
either by selling these holdings or by depositing them 
as collateral for loans. The collateral could be sold, if 
the borrowing corporation was unable to meet its obli- 
gations, without impairing the efficiency of the business. 
This plan has not yet in any large measure been 
adopted. It is true that American railway corporations 
are turning into finance companies. The Pennsylvania 
Railroad, for example, holds securities which stand on 
its balance sheet at a valuation of $225,000,000, and 
the New York Central and Union Pacific also own vast 
amounts of securities. None of these treasury assets, 
however, can safely be used as collateral for loans, 
They could not be sold without impairing the integrity 
of the system. ‘They are not, in other words, “ free 
assets.” They were not purchased for investment but 
for influence and control. 

This question of investing surplus in “ free assets ” is 
hardly as important for the railroads as for the indus- 
trials. Some of these companies have accumulated 
large floating debts without special security and which 
if not carefully managed may result in receiverships. 
Would it not be wise, therefore, to repeat, that compa- 
nies the nature of whose business forces them to fre- 
quently apply to the banks, should accumulate a fund 
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of quick assets which may either render borrowing un- 
necessary, or if it is resorted to, may protect the borrow- 
ing corporation from serious embarrassment in case its 
loans are called at a time when funds are low. 

The principles governing the amount of cash working 
capital which a concern should carry, and which is usual- 
ly, after the initial subscription, provided out of earn- 
ings, are generally understood. The amount varies with 
the volume of the business, the conditions of raw ma- 
terial supply, the regularity of the demand for the pro- 
duct, aud the customs which regulate payment. A rail- 
road needs but a small working capital. A steel manu- 
facturing corporation requires that a large amount of 
cash assets shall constantly be available. 

We are particularly concerned in this discussion with 
the disposition of the cash balance. The cash capital of 
a large corporation is not at all times fully employed in 
the business. In order to make these cash balances pro- 
ductive, they are either invested in call loans or in bank 
deposits on which a small rate of interest is paid. In re- 
cent years a custom has grown up that bank officers 
should become directors in large corporations, with a 
view to mutual advantage. In return for preference loans 
when occasion requires, in anticipation of bond sales, 
for example, the corporation deposits its surplus cash in 
the banks with which it is thus informally connected, re- 
ceiving a low rate of interest. There are a number of 
banks and trust companies in Philadelphia which are 
known as Pennsylvania Railroad institutions, since their 
officers are directors of that corporation. These arrange- 
ments are mutually profitable, and are increasingly com- 
mon. 

It may, however, be suggested that the arrangement 
would be more profitable to the corporation directors, if 
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they were stockholders in the banks which make such 
large profits by lending out their deposits. Certainly 
dividends of 10 to 30 per cent, which are often earned 
by the large institutions, would be an acceptable addition 
to the small interest which large corporations receive on 
their cash deposited. We may go even further. Since 
it is admitted that a corporation should carry on its bal- 
ance sheet a considerable amount of “free” assets, the 
most profitable investment for these funds, profitable not 
merely from the direct return, in dividends, but from the 
more direct control over large cash resources which this 
ownership gives, would be large holdings of bank and 
trust company stock. 

It may be objected that the deposits of the community 
should not be jeopardized by such intimate connection 
with the interests of large corporations, but to this the 
answer is that the connection now exists, that the de- 
positor has not frequently suffered, and that if corpora- 
tions were recognized as the principal owners of banks, 
not merely would the force of public opinion be brought 
more directly to bear in forcing them to exercise due 
caution in their management, but the depositors would 
be fully informed as to the control of their deposits. 

We have in the second place to consider the division 
of betterment expenses between profits and the proceeds 
of capital sales. Mr. Stephen Little, to the value of 
whose labors in creating a body of scientific knowledge 
in the field of accountancy no tribute can be too high, is 
to be credited with the first authoritative statement of 
the principle which applies in such cases, although the 
practice of many corporations had been conformed to 
the rule of policy which he laid down. In 1896, in 
a report of the financial condition of the Baltimore and 
Ohio Railroad Company, Mr. Little,claims that no ex- 
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penditures should be charged to capital account, which 
did not result in an immediate or, at any rate, an early 
increase of income. By this he did not, of course, mean 
that railway earnings, no matter how prudent the policy 
of management, would not suffer periodical declines, but 
that in each particular case where money was to be spent 
for improvement, the character of the improvement 
should determine the source from which the funds 
should be provided. This portion of Mr. Little’s report 
was not well received. The policy which he advocated 
was held to be impracticable and even absurd. A lead- 
ing financial journal went so far as to say that an attempt 
to put this policy into operation would compel all im- 
provements to be made out of earnings, since the profit- 
ableness of no expenditure could be assured in advance. 
Mr. Little lived long enough, however, to see his princi- 
ple accepted as the settled practice, if not the avowed 
policy of American railroads. 

Poor’s Manual supplies us with a striking illustration 
of the method of its application: From 1898 to 1902, 
railway mileage in the United States, including second 
track in the estimate increased 29,000 miles, equipment 
increased 4880 locomotives and 219,142 cars, and 
terminals, yards and the other portions of the railway 
plant increased in proportion. The cost of road and 
equipment representing approximately the improve- 
ment charges to capital account, increased $609,407,791, 
and the total surplus during these five years was $375,- 
678,615. If the amounts reserved out of earnings for 
so-called extraordinary expenditures be added to this 
accumulated surplus, for this purpose since 1898, the 
total amount expended on the railway plant out of rail- 
way earnings, we are safe in saying, largely exceeds the 
amount raised for this purpose by the sale of stock and 



























253] The Management of the Surplus Reserve 9 


bonds. The cost of that portion of the increase of rail- 
way assets whose return may be considered in a sense 
problematical and uncertain, was equally divided between 
earnings and the proceeds from the sale of new capital. 

In apportioning these expenditures, there has been a 
rough approximation to the principle laid down by Mr. 
Little. The proceeds of stock and bond sales have 
been generally invested in equipment, second track, ex- 
tensions or enlargement of terminals, forms of invest- 
ment, in other words, which are likely to be immediately 
profitable, and on the other hand, the reservations from 
income have been put into forms in many cases indi- 
rectly and remotely productive, 

A good illustration of this classification of expendi- 
ture is furnished by the extraordinary expenditures of 
the Pennsylvania for 1902. These included, among 
other items, the elevation of the tracks through Newark 
and New Brunswick and the revision of the line through 
Trenton to eliminate the grade crossings in these cities. 
The change of line at Trenton involved the construction 
of a stone bridge over the Delaware, and a change of 
tracks on the opposite of the river to correspond. We 
find also among these extraordinary expenditures such | 
items as the substitution of stone for iron bridges, and 
the improvement of passenger stations. The return on 
these investments, as above remarked, is not immediate. 
Some years may elapse before a profit is earned. It is 
proper, therefore, that the earnings of the road should 
provide the money. On the other hand, the building of 
the new freight line around Pittsburg, the four tracking 
of portions of the line, the construction of classification 
yards and the reduction of grades and curves will im- 
mediately increase the earnings of the Pennsylvania, 
and are, therefore, proper objects for the increase of 
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capital. These so-called extraordinary expenditures do 
not, as a rule, figure in the balance sheet. The value 
of the assets which they represent is yet uncertain, and 
conservative management will not add the amount of 
these expenditures to the surplus, although if they 
justify themselves, the stockholders will eventually reap 
the benefit, either in an increase of dividend rate or in 
distribution of assets. 

Iam aware that this dividing line between the in- 
vestment of earnings and the investment of the pro- 
ceeds of bond sales is not rigidly adhered to, nor would 
I deny that earnings may not, on occasions, be invested 
in forms which will yield a large return, or that all in- 
vestments of earnings, if wisely made, will not be ulti- 
mately profitable. Generally speaking, however, in spite 
of the conspicuous instances to the contrary which are 
furnished by the betterment policy of the Lehigh Valley 
and the Southern Pacific, Mr. Little’s principle has been 
accepted and systematically applied by American rail- 
roads in the management of their capital account. 
Stockholders of prosperous and established companies 
have a right to demand that when a large margin over 
fixed charges or dividends is immediately assured on 
the investment of capital, the amount necessary should 
be raised by the sale of securities, and not taken out of 
earnings. They are equally concerned to protest against 
a policy which goes to an extreme in this direction, and 
distributes nearly all the earnings, while raising money 
by the sale of bonds for constructiou whose profitable- 
ness, while assured, is not likely to be immediately con- 


spicuous. 

The betterment policy of the Lehigh Valley is a for- 
cible illustration of the injustice which may be done to 
stockholders by abnormal reservations from earnings. 
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This company, since 1899, has earned enough to pay a 
4 per cent dividend and to be able to borrow at low 
rates of interest. Instead of paying a dividend, how- 
ever, from 1898 to 1902, the directors spent $12,800,000 
upon the property out of the net earnings of the com- 
pany—$2,500,000 per year. If one-fifth of this amount 
had been devoted to interest payment, the amount re- 
quired for the reconstruction of the property could have 
been borrowed, and over $5,000,000 could have been 
safely paid in dividends. The policy of the Canadian 
Pacific and of English companies, on the other hand, 
illustrates the risk of paying for betterments of doubt- 
ful profit out of the proceeds of capital sales. 

Passing to the third division of the subject, we may 
raise the question whether abnornal operating expenses 
should properly be added to the surplus. The majority 
of railway companies increase their maintenance charges 
during periods when profits are large to an extraordi- 
nary degree. It has been argued, notably by the Inter- 
state Commerce Commission, in a notable opinion on 
the advance of grain rates to the Atlantic seaboard, 
that large operating expenses were used to conceal 
profits, and that in addition to large dividends, certain 
companies were accumulating a large surplus none the 
less valuable because its annual increments are appar- 
ently swallowed up in the cost of operation. 

This opinion, which is widely held, will not stand 
the test of critical examination. The large mainten- 
ance expenditures of the railroads during periods of 
prosperity are not properly to be included in a discus- 
sion of the surplus reserve. It is true that the unequal 
distribution of maintenance expenses, which rise and 
fall with railroad earnings, may be considered as a re- 
source upon which, in lean years, the companies may 
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draw, and thus maintain the dividends. For example, 
take the item of rails. A steel rail may be expected to 
give service between fifteen and twenty years before it 
is finally scrapped. The strict requirement for main- 
taining the rails is, therefore, that at least one-fifteenth 
of the track should be relaid each year. If, however, 
in a year of large earnings one-tenth of the mileage is 
relaid, less than one-fifteenth can be relaid during the 
next year without allowing the condition of the prop- 
erty to deteriorate. This rule also applies to the main- 
tenance of equipment and structures. Over a period of 
years a certain amount must be spent in repairs. These 
expenses, however, may be concentrated into a portion 
of the period, and by reducing maintenance charges 
during lean years an extreme reduction of net earnings 
may be prevented. 

An illustration of the advantages of this method of 
concentrating operating expenses into the years of large 
earning for the benefit of dividends during periods of 
depression is furnished by the experience of the Burling- 
ton from 1887 to 1891. Owing toa large construction 
of new mileage and to a combination of unfavorable 
circumstances the surplus over fixed charges decreased 
from $2,596 per mile in 1883 to $484 in 1891. Asa 
result the dividend was reduced from 8 to 5 per cent. 
The dividend, however, must have been entirely sus- 
pended had not the company been able to make large 
reductions in its maintenance charges. The heavy 
maintenance expenses of the Burlington during the 
years of large earnings could not properly be con- 
sidered as additions to the value of the property, because 
they did no more than enable the company to maintain 
a moderate dividend during a period of depression. 
Furthermore, in view of the fact that railway compa- 
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nies, as a rule, do not maintain depreciation accounts, 
in spite of the fact that their plant is liable to the same 
process of decay as the equipment of mining or manu- 
facturing companies, and that their equipment is con- 
stantly being thrown out of use by the introduction of 
improved appliances, it is safe to say that even if these 
charges to maintenance expense on their face appear to 
be most excessive, and even if this excess is maintained 
during periods of depression, it is no more than a fair 
equivalent for the depreciation charge which should 
appear on their profit and loss accounts. 

We turn, in conclusion, to consider the methods by 
which the surplus may be distributed to stockholders. 
There is no intention that the benefit of these reserva- 
tions from profits for productive expenditure should be 
permanently withheld from the owners of the corpora- 
tion. At irregular intervals, when the margin of safety 
for the dividend requirements is sufficiently great, the 
surplus is distributed to stockholders. Various methods 
may be employed to accomplish this result. The rate of 
dividend may be increased, or the assets of the company 
may be directly distributed to stockholders, either by 
means of a stock dividend, or what is known as a privi- 
leged subscription. The first method is less employed 
than the second. It is considered undesirable that the 
dividends of the corporation should exceed a moderate 
rate, say 5 or 6 per cent, not only because public hos- 
tility is aroused by the appearance of excessive profits, 
but because the market value of the stock, after a mod- 
erate rate of dividend has been reached does not advance 
proportionately with the increase in the rate of distribu- 
tion. In other words, one share of stock which pays 12 
per cent in dividends will under ordinary conditions sell 
for a much smaller amount of money than two shares of 
equal par value on which a 6 per cent dividend is paid. 
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The method of privileged subscription is therefore the 
one which is usually adopted. This method is familiar, 
and consists in offering new issues of stock to holders of 
record at a price below that which prevails in the mar- 
ket. A stock which may be selling at 150 in the open 
market may thus be offered to stockholders at 110. The 
stockholders may profit from this privileged allotment 
in two ways: either by holding the new shares and re- 
ceiving the large return on the purchase price which the 
regular rate of dividend represents, or by selling his al- 
lotment in the market. This second transaction can be 
easily financed. The stockholder may sell short the 
number of shares which he is to receive and make his 
final delivery when the stock is issued, or, and this is 
the method commonly employed, he may sell his right 
to subscribe to the new stock, which is usually quoted 
on the exchanges. One advantage of this method is that 
apparently no distribution has been made. The liabili- 
ties of the corporation stand on its books at par, and 
there is no necessity of entering the result of a privileged 
subscription on the profit and loss account as discount 
on securities sold. In fact, the results of the transaction 
do not appear on the books of the company. The opera- 
tion, nevertheless, results in a loss to the corporation. 
This may be understood if we conceive that the new 
stock which is to be issued is placed in the treasury of 
the company at a valuation which corresponds to the 
price which will be paid for it in the open market. If, 
now, this stock which is worth to the company 140 or 
150 is sold to the stockholders at 110, the company has 
sustained a lost represented by the difference. The 
privileged subscription is, in fact, a distribution of the 
undivided equity in the company to its stockholders. 
This method is probably selected, as above remarked, be- 























259] The Management of the Surplus Reserve 15 


cause it is the method least understood by the public, 
and because, on that account it, seldom arouses comment, 
much less the opposition with which the declaration of 
a stock dividend would probably be saluted. 

In conclusion, it may be of interest to observe that 
the general practice of offering securities on privileged 
terms to stockholders makes the return on many high 
grade stocks over a term of years considerably larger 
than the product of dividing the rate of dividend by 
the market price at any given time. These occasional 
profits, while reasonably assured, are too irregular and 
fortuitous to have more than a speculative influence 
upon the price of shares which are thus benefited. 
They do not, therefore, except for the period immediately 
preceding the distribution, figure in the investment 
judgment of the value of the stock. In other words, 
the investor who buysa 5 per cent stock at 120 has 
apparently invested his money at a rate of 4.2 per cent. 
If he holds his stock for ten years, however, it is alto- 
gether probable that, as a result of various privileged 
allotments and subscriptions, his return will be much 
larger. 

For example, take the return on Illinois Central 
stock from November 1895 to August 1902. Dur- 
ing this period the company paid a dividend of 5 per 
cent up to 1900 and 6 per cent thereafter and the price 
rose from 95 to 148.75, representing at the first date a 
return of 5.2 per cent, and in August, 1902, a return of 
only 4.1 per cent. On an average of the entire period, 
the yield on Illinois Central stock was not far from 4.1 
per cent, a low rate of return. During these five years, 
however, the owners of Illinois Central participated in 
five privileged subscriptions, amounting in all to 70 per 
cent of the recorded holdings. An owner of 1ooshares 
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who participated in the allotment, and who sold his 
stock immediately on delivery at the ruling market 
price, made a total profit of $2509.60, or 25.74 per cent 
on the market value of roo shares at the date of the 
first allotment. Considering all losses and gains from 
the sale of the privileges, as distributed equally to De- 
cember of the years 1896 to 1903 inclusive, the annual 
gain to the holder of 100 shares on the basis of the 
market price of November, 1895, was 2.69 per cent, 
making the annual return on the stock if purchased at 
that date 7.89 per cent. Of course, if the stock had 
been purchased at the higher prices, the gain would 
have been less, although still above the rate of dividend 
on the stock. If the stockholder prefers to hold his 
stock allotment, he can gradually raise the rate of re- 
turn on his holdings to the dividend paid on the stock. 

It is true that the stockholders of every corporation 
cannot look for as favorable terms as those granted by 
the Illinois Central, and in some cases, such for example, 
as the last issue of Pennsylvania stock, which was 
offered to shareholders at 120, the stock could have 
been afterward purchased below the subscription price. 
Generally speaking, however, stockholders of corpora- 
tions whose dividends are reasonably well assured, and 
which sell at high prices in consequence, can materially 
increase their income by selling their stock allotments, 

May we not hope that, when the public learn that the 
standard railway stocks offer the investor, along with 
the certainty of a moderate return, a strong probability 
of extra profits on privileged subscriptions, the de- 
mand for speculative stocks sold on representations of 
abnormal dividends may be greatly weakened, even if 
it can never be entirely destroyed ? 
































THE MANAGEMENT OF THE SURPLUS 
RESERVE—DISCUSSION 


Joun H. Gray: With the major portion of Dr. 
Meade’s paper, I heartily agree. He will permit me, 
however, to express my regret that the occasion naturally 
required that the paper should be couched in such 
general terms as to raise the question of whether some 
of its statements, which apply without doubt to many 
parts of the field under discussion, may not need some 
further illustration when the attempt is made to apply 
them to other parts of the subject. From the nature 
of the corporate history of the last few years, I may 
be permitted to express my personal regret that Dr. 
Meade was not asked to confine his discussion more 
particularly to the class of corporations whose securities 
are so prominent on the stock market, and whose final 
position in the economic world still remains in such 
great doubt, namely, the industrials. For, as the mem- 
bers of this Association know, Dr. Meade has re- 
cently made marked and distinguished contributions to 
this subject. 

In speaking of the amount of surplus reserve, if I 
understood Dr. Meade correctly, he said: “That a 
company which is organized on a speculative basis and 
whose stock contains an excessive amount of water, 
should reserve a larger proportion of earnings than a 
company which is firmly established in the confidence 
of investors.” I think we should all agree that this 
were a consummation devoutly to be wished, but, at the 
same time, should probably feel that, in the language of 
the Greek grammarians, it is a supposition contrary to 
fact and to possibility. The history of the trust period, 
17 2 

















18 American Economic Association [262 


if it has not demonstrated anything else, has demon- 
strated the fact that corporations cannot be organized 
with vast quantities of water and on a strictly specu- 
lative basis, without promises for the future which 
make it impossible, at least in the earlier years of their 
history, to accumulate so large a surplus as is indicated 
here. True, this inability may mean the early down- 
fall of the corporation. On the other hand, a relatively 
small surplus, added to for a considerable number of 
years by a corporation in a growing community, may 
enable the corporation to live by luck. Again, it may 
be doubted whether the wholesale failure of corporations 
for lack of such a surplus will teach the public to stop 
putting their money in corporations organized in such 
a way as to make their continued solvency impossible. 

In the distinction drawn by Dr. Meade between a sur- 
plus reserve invested in assets not connected with the 
life of the industry, and in assets which make an inte- 
gral part of the equipment, he appears to me to takea 
somewhat more conservative view than the circumstances 
of any mere speculative industry require, when he says, 
“If, however, the surplus is looked upon as an integral 
part of the business equipment, and this seems to be a 
more correct conception of its place in the corporate 
economy, then the payment of dividends out of the 
surplus is to be condemned.” * * * “In other 
words a dividend should never be paid unless it has been 
earned in the year in which it is declared.” This 
appears to me to be one of the most important sugges- 
tions in his paper, and perhaps to run counter to the 
accepted theory of the nature and functions of the 
business corporation. Apart from the immortality of 
the corporation as over against the individual, the 
justification of the corporation has heretofore been con- 
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sidered to exist in the fact that under the principle of 
limited liability, people who had no technical knowledge 
of the industry in question, and who were not situated 
so that they could take a personal part in the manage- 
ment, might be induced to invest in the securities of 
corporations, and thus contribute the necessary capital 
for carrying on modern industry. If that be true, it 
becomes, in my opinion, fundamentally necessary in the 
public interest that these people should be able to count 
upon a steady and reasonably uniform rate of dividend. 
By definition, such investors are not interested primarily 
in the industry in question. They are too numerous, 
by mutual understanding and agreement, to unite and 
combine together in electing members of Boards of Di- 
rectors. We are driven, therefore, to assume that they 
will be fleeced, and in conformity with the public interest 
may be fleeced, for the promoter and the underwriter 
who float purely speculative enterprises, or, that they 
should be compelled to put their earnings into an in- 
vestment in a manner at variance with the accepted 
theories of the advantages of the corporate form of in- 
dustry. This means either that the savings of the 
small property owner shall be filched from him by the 
promoter or the underwriter, and he, according to Dr. 
Meade’s well known definition, be not classed as an in- 
vestor, but that he be compelled to wait for the income 
from his investment longer than his circumstances 
justify him in waiting, and in such a manner as to con- 
tradict the accepted theory on which men are permitted 
to turn their property into the corporate form. 

It is quite true that during the revulsion following 
1893, many railroads, which for the most part have be- 
come real investments as distinct from speculative hold- 
ings, were bankrupted in the absence of an adequate re- 
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serve by the severity of the depression. I believe, how- 
ever, that it is equally true that many railroads kept up 
their dividends, often at a reduced rate, out of their sur- 
plus of previous years, with very great advantages to 
the corporations themselves, the holders of their shares, 
to the general public, and especially to the developing 
of that sentiment in the public mind which is necessary 
for the economic development of the future. 

Another very important part of Dr. Meade’s paper is 
that in which reference is made to what may be called 
the inter-connection between the banking world and 
the ordinary business corporation. From the stand- 
point of the change of sentiment in this country the 
reference is of pathetic interest. When the bankers of 
this country began to come into control of railroads and 
other industrial enterprises, it was often remarked that 
it meant a change in the conservatism with which the 
banking business would be carried on, but it was confi- 
dently believed that the loss in that particular due to 
the traditions of bankers, might be more than off-set in 
the greater conservatism manifested in the management 
of other business. Alas, the history of the trust period 
of the last four years goes far to show that the banker 
has become the chief promotor in the offensive sense of 
the term, and lending his great reputation and prestige 
to the wildest of schemes, has been able, as a promotor, 
to float schemes which the public would have ignored 
and refused to touch save for the added element of sta- 
bility, wisdom, and conservatism that the banking 
fraternity was supposed to give to the enterprises to 
which it loaned its name. 

It is true that on the question of the general desira- 
bility of such relation between the bankers and general 
industry, Dr. Meade is rather non-committal, turning it 
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off with the phrase that “it already exists”; yet some 
of his other remarks would lead one to infer that he 
gives his approval to the idea. For instance, he says 
subsequently: “These arrangements are mutually 
profitable and are increasingly common.” He often, as 
it appears to me, introduces a slight confusion which, 
alas, is too common in corporate management, between 
the interests of the directors of corporations and the in- 
terests of the corporations themselves, when he said, if 
I understood him correctly, that “the arrangement 
would be more profitable to the corporation directors if 
they were stockholders in the banks which make such 
large profits by loaning out their deposits.” The bank- 
ing reserve of the country under our imperfect banking 
and currency systems is already in a delicate and serious 
enough situation, without encouraging the further de- 
velopment of a relation which, so far as our experience 
goes, appears decidedly injurious. 

I wish to say but a word in regard to Dr. Meade’s 
position in regard to the sources from which the funds 
should come for different kinds of investments. As I 
understand his position to be, it is that new securities 
should be issued for capital only in those cases in which | 
dividends are assured at a very early date, and that other 
additions to the investment should be made out of the 
profits. At this point, it seems to me a distinction 
must be made on the lines which I suggested at the very 
beginning, namely, on the character of the industries 
carried on. Without time to develop the thought, I 
will venture to suggest that in the case of public service 
corporations, and more especially of those with a fixed 
or traditional charge, such as gas companies and street 
car companies, which, if organized in any considerable 
centers of population, are remarkably safe, all capital 
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for additional investment should be raised by the sale of 
securities. Experience has shown that in these cases, 
at least in the larger centers of population, the accumu- 
latior of a large surplus in the present state of the law 
and the public mind, the issuing stock dividends and 
capitalizing earnings, in connection with the feeling of 
what is a fair rate of dividend on actual investment 
leads not only to highly artificial attempts to capitalize 
the earnings, but has provided one of the most attractive 
fields for the undesirable and dangerous plunger and 
speculator who wrecks the corporations. The English 
method in these cases for the distribution of earnings 
and acquisition of funds for additional investments out 
of capital sales, seems to me perfectly desirable. Of 
course, it is not to be forgotten that in such cases as 
this, the solvency and life of the corporation, even in 
times of depression, are virtually assured, provided the 
company is managed with reasonable honesty and effi- 
ciency, because prices are virtually fixed, the same in 
good times and bad, and the amount of business is rela- 
tively speaking, but slightly affected by periods of de- 
pression. 

If time permitted, I should like to say something in 
regard to the methods of distributing the surplus money 
to stock-holders. I think something at least in the 
public interest could be said against the proposition of 
Dr. Meade, so tar as the kinds of corporations from 
which he draws his illustrations are concerned. One 
might infer from Dr. Meade’s statement that he doubted 
the expediency of attempting to limit the earnings of 
railroad corporations directly or indirectly. A discus- 
sion of this point, however, would lead me too far afield. 

I hope nothing I have said will lead any one to think 
for a moment that I do not have the highest apprecia- 
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tion of the form and substance of Dr. Meade’s paper. 
My desire has been rather, without in any manner de- 
tracting or seeming to detract from the value of that 
paper, to call attention to some phases of the broad sub- 
ject which seem to me to deserve further investigation 
before it will be possible to arrive at broad generaliza- 
tions and definite conclusions. 


VICTOR ROSEWATER : I can present only a few ideas 
that might be suggested by Dr. Meade’s excellent paper 
to any one devoting some thought to it, but who had 
not been able, as he has, to make a thorough special 
study of the question. 

1. The surplus reserve differs in no way from the 
fund produced by the sale of the capital stock. In econ- 
omic concept it is a part of the concern’s capital; if 
the capital were ample for all the purposes of the cor- 
poration there would be no occasion for withholding 
any part of the earnings to constitute a surplus reserve. 

2. The surplus reserve, being really undivided profits, 
belongs to the shareholders. It is deferred dividends. 
It is merely a matter of book-keeping then whether it is 
(a) allotted at once and held in trust as the property of 
the individual owner subject to the corporation’s use, or 
(b) held in lump sum without allotment in severalty, or 
(c) turned into the capital account against the issue of 
stock dividends, or (d) merged with the capital and other 
assets to enhance the value of the outstanding shares 
without increase in their number. Whatever plan be 
followed, it is simply by virtue of a speculation on the 
chances of returns in the future. 

3. If there is to be a surplus reserve and it is no dif- 
ferent in essence from the capital, why should there be 
any different management for it, or any different field for 
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its investment, than for surplus or uninvested capital ? 
If the business of the corporation needs additional capi- 
tal, the with-holding of undivided profits to make up the 
deficiency may be the best way to raise the money. 
There is no good reason, however, why, except for tem- 
porarily tiding over fluctuating demands upon the re- 
sources, the surplus reserve should be invested outside 
of the business than that the capital should be so invested 
—the result is for the corporation to take up objects dif- 
ferent from those that prompted its incorporation. 

Dr. Meade cites an extreme case where the Pennsyl- 
vania Coal Company has paid all of its dividends out of 
New York City real estate investments. It would be 
difficult to say whether the coal company had not actu- 
ally become a realty company and if the returns from 
the real estate investments prove really more profitable 
than the returns from the coal operations, not only its 
reserve but its capital should be diverted to the realty 
business and it should retire from the coal trade so as to 
earn the highest possible revenues for its shareholders. 
This recalls very much the New York bank that for 
many years did business on a charter for a water works 
plant “and for other purposes,” and kept a tank on the 
roof of its building to prevent forfeiture of its charter. 
What need to practice such deception in these days ? 

4. Dr. Meade lays it down as a fundamental principle 
of sound financial management that dividends be paid 
out of earnings only—z.e., as distinguished from divi- 
dends paid out of capital to the impairment of the as- 
sets. He would even condemn payment of dividends 
out of surplus after the surplus had become “an integral 
part of the business equipment.” Whether it is to be 
regarded as part of the business equipment, however, de- 
pends entirely upon the directors or management and 
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there is nothing to prevent the distribution of the per- 
manent surplus reserve as stock dividends even after it 
has been so listed for years and became an important 
element in the stock values. What the surplus reserve 
does then is to facilitate unearned dividends out of capi- 
tal whenever stock jobbing interests demand. 

5. As a matter of fact the question of dividend distri- 
bution has no definite relation to any particular time 
period. The justification of the reserve, aside from its 
merger into the capital account, is its desirability as a 
guaranty of steady dividends against fluctuating business 
and variable profits and losses. As an insurance fund it 
is an admission that the undivided profits are only nomi- 
nally a surplus because the entire time period, which 
might be six years as well as six months, has not elapsed 
and a balance struck at this particular time would not be 
a true balance. What such corporations should do is to 
ascertain the actual earnings that may be counted upon 
for a series of years and guage their dividends accord- 
ingly. 

6. What Dr. Meade says about the division of better- 
ment expenses between undivided profits and the pro- 
ceeds of stock sales is interesting but his conclusions as 
to the dividing line are, and must be, indefinite because 
they rest on the prospect of immediate increase as in- 
come and depend merely upon the time period held in 
view. An immediate increase of income does not neces- 
sarily mean that the increase be measurable before the 
next dividend day. It would be just as precise to say 
that betterments that add to the original value of the 
corporation’s property could safely be based on new capi- 
tal sales without impairing the value of outstanding capi- 
tal stock, while recoupment of losses and restoration of 
depreciation should always come out of profits ahead of 
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dividends. Where betterments are paid for out of earn- 
ings it is the same thing as the diversion of dividends 


to the surplus reserve. 

7. The dangers of surplus reserve financiering seem to 
me to be too lightly passed over in Dr. Meade’s optimistic 
review. The management of the corporation is assumed 
to be the deliberate and intelligent action of the stock- 
holders when in truth it is only the action of the di- 
rectors and is frequently inspired by individual, if not 
selfish, motives. These dangers are roughly two-fold, (a) 
the use of the surplus reserve for stock market manipu- 
lations and (b) the use of the surplus reserve for corpora- 
tion graft. Dr. Meade gives examples of both which 
should be further emphasized. 

a. As to stock exchange manipulations. The conver- 
sion of profits into surplus and surplus into dividends or 
betterments is easily convertible into stock market move- 
ments. The men on the inside too often take advantage 
of their information not only over the outside public but 
also over the outside shareholder. 

The distribution of the surplus reserve by privileged 
subscriptions is confessedly a deception to obviate the 
prejudice against stock dividends “ because it is the 
method least understood.” The stockholder who sells 
short to the best advantage the number of shares he is to 
receive is sure to be the privileged stockholder who is 
also in the directory and his selling is likely to bear the 
market for the other stockholder by the time he is ready 
to unload. 

b. As to corporation graft. It is notorious that the 
dividends are not the only profits reaped by those on 
the inside of the corporation management. 

The deposit of cash balances making up the surplus 
reserve at “a small rate of interest” in banks whose 
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officers are also directors of the corporation, thus draw- 
ing an extra profit over the common shareholder is not 
different, except in degree, from the employment of 
those same banks to float big blocks of watered stock at 
exorbitant commissions. 

The investment of the surplus reserve in securities of 
a second corporation, in which the directors or only a 
part of the shareholders of the first corporation are inter- 
ested, is equivalent to paying an extra dividend to those 
who are interested in both. It is hinted that the rela- 
tions that exist between several large eastern insurance 
companies and the trust companies through which their 
securities are bought are of this nature. 

If the maintenance account is to be inflated to cover 
up a growing surplus, such, for example, as by an an- 
ticipatory investment in steel rails at top notch prices, 
the community of interest between the directors of the 
two corporations (buying and selling) is apt to exert an 
influence not necessarily for the benefit of the ordinary 
shareholder. 

In a word, the surplus reserve can offer most conven- 


ient facilities for discrimination between the privileged 


and the unprivileged stockholders, the same sort of 
graft that absorbs profits by princely salaries to high 
officers and favored relatives, big rents for quarters be- 
longing to some milking company, or fat contracts to 
an inside construction ring. 

8. Strangely enough, then, the consideration of the 
management of the surplus reserve, to my mind, reverts 
to the very starting point, namely, the necessity for 
full publicity for all corporations tinged with a public 
interest and strict supervision of their financial opera- 
tions by a competent public authority vested with pow- 
ers to audit and control similar to those now exercised 
over our national banks. 
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HENRY RAND HATFIELD: Five points may be em- 
phasized in discussing Dr. Meade’s paper. These are: 
the purpose of establishing a surplus reserve, its 
amount, its investment, its treatment in the balance 
sheet, and its distribution. 

The purpose of establishing a surplus reserve, as 
stated by Dr. Meade, is either to guarantee interest and 
dividend, or to provide an investment for the stock- 
holders. There are at least two other purposes dis- 
tinctly recognized in actual business practice. These 
are (1) to give creditors a general guarantee, in addition 
to that furnished by the capital stock, and the stock- 
holders liability. This is noticeable in the case of 
banks, where the establishment of a surplus is cus- 
tomary and, as in the case of our national banks and in 
the German Reichsbank, sometimes compulsory. (2) 
To provide ready funds for emergency purposes. 

One purpose in creating asurplus, which is mentioned 
by Dr. Meade, seems incorrect. A surplus reserve is 
not designed to provide revenue outside of the scope of 
the business. This does not mean that the surplus 
may not at times be invested in outside fields, nor 
that a surplus when invested should not yield a 
revenue. The object of any corporation is to carry on 
some definite business. In carrying on that business it 
may exercise certain implied powers. If a factory can 
best manufacture, if it can best maintain its integrity, 
its solvency, its credit, by holding outside property, 
well and good. But it is out of place for a coal com- 
pany to derive its main income from New York real 
estate. The great trusts are not trust companies, and 
should only hold outside property in so far as their own 
particular business demands such outside holdings. If 
the business itself is not profitable, it is better that that 
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fact should appear, rather than it should be concealed 
by profits from entirely disconnected sources. If the 
managers of a corporation cannot make a satisfactory 
profit in their regular business, there is no presupposi- 
tion in favor of their being more successful in some 
outside investment, and the stockholders should not be 
dragooned into entrusting them with additional funds. 

In his discussion of the amount of surplus reserve, 
Dr. Meade states that it should vary with the constancy 
of demand for the product. This would be better 
amended to say that it depends on the constancy of 
profits; for a lessened demand for the product, if ac- 
companied with a decreased cost of production,—a con- 
dition by no means impossible,—would leave profits 
constant. Butamuch more serious omission is made 
by the author, both in his paper and in his work on 
“Trust finance,” in that he neglects to show the bearing 
which the form of capitalization has on the question of 
the amount of surplus which should be reserved. The 
industrial corporations for instance have been severely ' 
criticised on the ground that the percentage of surplus 
to dividends is so much less than the percentage of 
surplus to dividends is in the case of railroads. This 
ignores the fact that the railroads have a large bonded 
debt, while the industrials are almost unbonded. It is 
apparent that of two corporations, one with $100,000,000 
in bonds and $100,000,000 in stock, the other with no 
bonds and $200,000,000 in stock, the former should re- 
serve a larger proportion of its dividends and should, 
moreover, maintain a larger surplus in proportion to its 
total capitalization. For this there are two reasons, (1) 
the evil of defaulting in interest is so much greater than 
that of passing a dividend, that the protection should be 
greater ; and (2) the very fact of the fixed interest charges 
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makes the fluctuation in annual profits more wide. To 
illustrate this. If the surplus of income over operating 
expenses varies from $9,000,000 to $15,000,000, the 
profits on the $200,000,000 stock would vary from 4% 
to 7% per cent; but if half the capitalization consisted of 
first mortgage 5 per cent bonds, fluctuations in profits 
would vary from 4 per cent to ro per cent per annum; 
in the first case a range of 66 per cent, in the second of 
250 percent. Quite aside, then, from the speculative 
character of the business undertaking, quite aside also, 
from the question of the nature of the business, as to 
its quasi-public character, the form of the capitalization 
is an important factor in determining the amount of 
reserve which should be kept back as a guarantee. 
Turning to the question of the investment of the 
reserve, this surely can only be answered when we con- 
sider the purpose for which it is established. If it is to 
afford investment, it should gointo the most profitable 
investment ; that is, the business itself. If it is to pro- 
vide for emergencies, it should be in some liquid form, 
which can easily be drawn upon. Dr. Meade on this 
point falls into contradiction. In the first part of his 
paper, he says that the reserve should ordinarily be in- 
vested in plantand equipment. Later, while discussing 
the question of extensions, he says: ‘“ When a large 
margin over fixed charges or dividends is immediately 
assured on the investment of capital, the amount should 
be raised by the sale of securities and not taken out of 
earnings.” But it may be questioned why there should 
be so much discussion of the investment of the surplus 
reserve. Why should the surplus have a special cor- 
responding item among the assets? It almost seems at 
times as though the author were misled by the use of 
his pet phrase “ surplus reserve,” and thought because | 
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there is a surplus, there must needs be a specific reserve, 
such as is meant when we speak of the bank reserve. 
Is a fund of ready cash, or of easily negotiated securi- 
ties, desirable in the assets of a corporation? Is it not 
equally desirable whether the corporation have a surplus 
or not? Dr. Meade paints a bright picture of the ad- 
vantages of having available funds and shows how 
railroads have been wrecked, trusts demolished and 
stockholders ruined because there was no such reserve. 
It would therefore seem that at times the most profitable 
investment of any corporation may consist of that part 
of its assets held as an emergency fund. But what cor- 
respondence is there between this fund and the accumu- 
lated surplus? In the case of a bank, there is just as 
much wisdom and necessity of having some liquid assets 
when the bank first starts as when it hasa surplus many 
times its capital, and I have never seen any claim that 
one should depend on the other. Similarly, in the case 
of any other corporation. If some percentage of a 
corporation’s assets ought to be held in cash, or outside 
securities, or New York real estate, such investment 
should be made out of the proceeds of the original sale 
of bonds and stock just as surely as out of the surplus; 
if such holdings are not desirable, why should surplus 
reserve, which economically is indistinguishable from 
capital stock, be forced into an undesirable channel ? 

A fourth question is whether the profits reserved from 
distribution should so show in the balance sheet. It is 
not clear to me whether Dr. Meade’s discussion of the 
treatment of betterment and of the source of unusual 
expenditures clearly faces this problem or not. A 
betterment is either an actual increase of fixed capital, 
or it is the recognition and restoration of wasted capital. 
In the former case, the actual surplus reserve is un- 
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affected, and Dr. Meade’s discussion is in reality merely 
whether the surplus reserve is best invested in the 
plant. If the so-called betterment is in fact only a 
restoration of wasted capital, there is no special perti- 
nence in discussing it in connection with the surplus 
reserve, for expenses must be paid, and the property 
must be kept up before we can talk of surplus at all. 
The surplus exists, as Dr. Meade shows, equally whether 
the betterments are charged to cost of plant (road and 
equipment) or treated as an expense. Whether that 
surplus shall be made manifest in the balance sheet is 
another question, and not logically connected with that 
of the advisability of selling securities. 

I should myself urge greater accuracy in having the 
actual condition made manifest. The paying or the 
retention of profits is important, but showing of profits 
and losses is much more important, both to individuals, 
and to the public. Non-dividend paying bank stock 
frequently sells ata high premium, because it shows 
dividends earned. Expedience, public policy perhaps, 
frequently justify the hiding of earnings because the 
temptation is generally toward exaggeration rather than 
toward depreciation of profits, but the ideal goal of 
accounting is exact accuracy, and a hidden surplus is in 
its very term a confession of an inexact balance sheet. 

Dr. Meade’s final discussion of the distribution of 
the surplus reserve is contradictory. He speaks of such 
a distribution as being secured by raising the rate of 
dividend, or by privileged sale of stock. A raising of 
the rate of dividend, provided the new rate does not 
exceed the current annual profits, is, however, not a 
distribution of the surplus at all, nor is the privileged 
sale of stock at par a distribution of surplus. In ‘the 
latter case the corporation increases its assets to the 
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same amount that its liabilities are increased, and the 
surplus remains unchanged. It may be a step toward 
the disbursement of a larger sum in annual dividends, 
but unless such distribution is more rapid than the 
making of profits, there is no lessening of the surplus. 
The surplus still remains on the balance sheet, and in 
its tangible, material embodiment among the assets. 
Distribution of profits derived from the investment of 
the surplus is no more distribution of the surplus than 
the payment of dividends derived from investment of 
the original capital is distribution of such capital. 





THE THEORY OF LOAN CREDIT IN RELA- 
TION TO CORPORATION ECONOMICS 


J. PEASE NORTON 


Two chapters of societal economics cover the field of 
the distribution of wealth. The first studies the distri- 
bution of wealth destzned for consumption and the second 
the distribution of wealth destined for production. In 
the first belong questions of individual welfare, and in 
this field the active agitations of the parties play. Social- 
ism, for instance, would find its solution of one problem 
in a more equitable distribution of wealth, holding that 
Weber’s law suggests that on the assumption of equality 
of enjoyment, equality of properties maximizes this 
ophelimity. Nor is it an answer to say that enjoyments 
are unequal; for even then the socialist case may stand. 

Without more than suggesting these well worn prob- 
lems, I call you attention to a parallel field, less clearly 
studied, but of far greater importance, the economics of 
the distribution of the control of wealth destzned for the 
production of more wealth. I am conscious that in these 
words there may seem to be no distinction, since if man 
is wealth, all wealth consumed under the first division 
is also under the second. If we include men as wealth 
as Professors Fisher and Pareto do, then we should 
term wealth destined for consumption as wealth destined 
for personal production. There is no confusion in 
thought, although I take this opportunity to prevent 
confusion in wording. In the history of political econo- 
my, there has been such a distinction since the begin- 
ning, and this contrast is further heightened by that 
parallel conception of Professor Clark’s, of an unchang- 
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ing body of capital, undergoing transmutation, but eter- 
nally existent. It is the distribution of this capital, 
viewed from the standpoint of control and not consump- 
tion that deserves greater attention than it has yet re- 
ceived. 

Too much emphasis has been laid on the marginal 
utility side of economics, z. é., on the enjoyment of the 
masses. Inthe crass struggle for existence, as Professor 
Sumner has shown, individual against individual, group 
against group, society against society, each group 
strengthens itself by co-operation and by systems of 
rewards within, but the problem is not so much in 
maximizing enjoyment (for enjoyment is after all 
secondary, since so much is unconscious and unreason- 
ing) the real problem is to keep up and increase pro- 
duction. 

Consequently, an equally important aspect to empha- 


size is equality of opportunity rather than equality of 
enjoyment, and the gain to society which comes from 
every method of distribution of productive wealth which 
puts control quickly into the hands of the men who can, 
and which takes it from the hands of the men who can- 


not. 

This is not a defense of Wall Street methods, with 
a view to palliating obvious excesses, but an attempt 
to point out the fundamental relations among various 
economic magnitudes, which in their interaction through 
the play of human motives, ophelimites and capabilities, 
result in making the devices of credit and the complex 
methods of Wall Street financing as great an engine of 
production of more wealth as the arts of the farmer in 
digging the crops from the ground or new inventions 
which render the day’s work of the laborer or the dollar 
of the capitalist twice as productive. There are three 
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distinctive questions in the situation at large. (i) The 
causes of the trend towards combination. (ii) The na- 
ture of instruments of credit. (iii) The lack of know- 
ledge on the part of the public not so much as to what 
the statistics of earnings and costs are, as to the question 
what instruments of credit are with respect to security. 

The standpoint which is the basis of the rapid ad- 
vances in the Sumnerian sociology, the philosophy 
which views the phenomena of society from the stand- 
point of individuals, groups and societies—all of which 
is capable of statistical interpretation and measurements 
—is equally useful in the study of the distribution of 
productive wealth. The subject is best viewed, not from 
the standpoint of commodity, its demand and supply 
with price as a major factor, but from the standpoint of 
the individual, group, firm, corporation and trust, strug- 
gling with competitors, seeking to maximize its profits. 
The laws of monopoly in general apply, not the laws of 
competition. The question of prices is of minor import- 
ance in this subject. Goods, I care not what, are of two 
great classes, competitive and non-competitive. Competi- 
tive goods cover the staples capable of being graded. 
Non-competitive goods cover the great bulk of wealth, 
which is not capable of being graded with any accuracy. 
Prices dre a matter of policy and not a result of an ob- 
jective supply and demand. Every individual, firm, 
corporation or trust sells each article with reference to 
the maximum sum total of profit on all articles, and not 
with reference to the maximum profit on any particular 
article. In other words, each concern seeks to maximize 
its exploitation of the selling field of its influence. 

Even the smallest stores are monopolies resulting from 
combination of location, non-competitive goods, skill 
and experience in what might be called the psychology 
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of customers, and instead of looking for laws of supply 
and demand for any article, we should look for skill in 
exploitation of desires created, and above all skill in the 
creation of desires. Consequently, what competition 
there is, is between concerns selling goods on monopoly 
principles along the lines of greater or less skill in 
creating desires. Prices of competitive articles are then 
fixed by competition, it is true, but not according to our 
laws of supply and demand. The price policy of the 
concern, which is a limited monopoly, determines these 
prices on the basis of the maximum sum total of profit 
on all goods, competitive and non-competitive. 
Competitive articles exist because buyers can detect 
small differences. If it is easily possible to detect dif- 
ferences between two articles of the same class of say 
under 10 per cent of cost value at the same manufactory, 
the article is competitive. If experts cannot detect differ- 
ences of 20 per cent of cost from inspection, as I have been 
told is the case in such a commodity as linen handker- 
chiefs, the unintelligent consumer cannot detect differ- 
ences of 60 to 100 per cent. Mr. John Wanamaker 
stated before the Industrial Commission that his ex- 
perts could not detect differences of fifty cents in 
costs of two pairs of shoes without ripping them 
into pieces. Comparison between prices of different 
stores or manufactories is, therefore, impossible in 
the degree to which the goods are non-competitive. 
The more that they are non-competitive, the more are 
they sold, not with reference to the prices charged by 
others, but with reference to what the traffic will bear. 
It would seem that the principles underlying railroad 
rates so clearly worked out by President Hadley under- 
lie the price policy of modern business in general. 
Price-slashing is done in competitive goods, because 
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it is only in these goods that consumers can compare 
prices. It is the essential feature of price policy that 
consumers shall believe competition is intense, and 
hence the parade in advertising competitive goods at 
cost and below cost. Why prosperity instead of ruin 
ensues for the concern is because the number of com- 
petitive articles is small in comparison with the number 
of non-competitive articles and price-slashing is one 
effective weapon in creation of the selling field. 

There is, at the same time, one aim common to all 
concerns, to destroy competitive articles. Destruction 
of competitive goods consists in rendering them by some 
means non-competitive. One effective means for des- 
troying competitive goods is by use of brands and new 
names, thereby producing artificial monopolies lasting 
the force of advertising. The price-per-pound test is 
destroyed by the use of packages. In food packages, 
paste-board supplies the concept of bulk. One great 
corporation has within a few years revolutionized the 
business in crackers, formerly competitive goods from the 
standpoint of the manufacturer, producing thereby an 
artificial monopoly through extensive advertising, 
brands and trademarks. We should not be confused by 
the fact that when competitive goods are destroyed for 
the producer, these goods which were formerly non- 
competitive for the retailer become thereby bitterly 
competitive for him. The reason is that consumers 
through advertising by the producer, come to know 
prices, and consequently price-slashing by retailers 
ensue. It is the practice of great department stores to 
cut to the quick the prices of well advertised cereals, 
patent medicines or food brands of which the price is 
widely known, entailing heavy losses, for the sake of 
the tremendous effect it produces in extending their 
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selling field through the sympathetic buying of other 
non-competitive goods because these few comngeations 
goods are lower than elsewhere. 

On the other hand, competitive goods for the jobber 
and wholesaler, like beans, rice, etc., are non-competitive 
for the retailer, because consumers cannot detect differ- 
ences of perhaps 50 to 200 per cent on wholesale price. 
Consequently, the same grades are sold in the same re- 
tail stores at different prices, that the exploitation of 
each customer may be made as complete as possible, the 
customer paying all that he is willing to towards the 
maximum sum total of profit; and at different stores 
these goods are sold at different prices ranging up to 
often as high as 200 per cent range of the wholesale price. 
For instance, last winter at different stores, a few blocks 
apart, in New Haven, and on the same day the standard 
grade of kerosene oil was sold at prices ranging from 
eleven cents, one cent below cost, up to twenty cents 
per gallon. 

Destruction of competitive goods is going along upon 
many lines. The following interesting side develop- 
ment is now under full headway. Well advertised 
brands, non-competitive for producer, become thereby 
competitive for the retailer. Although they are neces- 
sary articles for the latter to handle, they are unpopular 
with him because they do not contribute to the profit. 
To stem this hostile discrimination of the retailer, 
large owners of brands are becoming the owners of 
retail stores, thereby increasing the destruction of com- 
petitive goods, and increasing the monopoly of the sell- 
ing field created through advertising. Examples of this 
movement are to be found with ease in shoes, tobacco 
goods, groceries and many other lines. 

Consequently, I believe, monopoly prices are more 
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than ever the law of the business world. In fact, there 
never was a competitive price fixed by theoretical sup- 
ply and demand curves except in the case of a few 
staples capable of being graded. Great staples capable 
of being graded are undoubtedly subject to the competi- 
tive prices of the exchanges, provided there are many 
buyers, and many sellers. But once let the supply be- 
come concentrated in the hands of a group, and the 
market disappears. The produce exchange is rather a 
relic of the past than a development of the present. Its 
existence is bound up with the existence of competitive 
goods, but the goal of business is the destruction of 
competitive goods. The weapons are fictitious grades, 
brands, patents, graded prices, the control of supply 
by any and every means, and the creation of demand by 
advertising. 

A world of commerce is then primarily engaged, not 
with the satisfaction of desires where many books on 
economics commence, but with the creation of desires 
and this involves the whole theory of suggestionism and 
hypnotism. An authority on economics once remarked 
that the fundamental axiom of political economy is that 
man is a rational intelligent animal, but the difficulty is 
that we have confused the rule with the exception. 

Gradually as great concerns have been built up, there 
has been added, what has been termed by Professor 
Sumner, the “‘ monopoly of superiority,” z.e., a combina- 
tion of skill, location, brands, patents, methods, etc., 
which cannot be duplicated, and if imitated result in a 
higher cost of production. 

This brings us to cost of production which is an 
essential conception at this point. The sources of this 
classification are most varied, but I am particularly in- 
debted to the little work by C. J. Watts on “ The cost 
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of production,” and the many articles that have been 
written by various authors upon questions of running 
expenses and fixed charges in railroads. This chart is 
simply schematic, but it is one used in many manufact- 
uring plants, and is useful because it makes the abstract 
reasoning somewhat more concrete. 


Cost OF PRODUCTION. 
Manufacturing Department. 


(a) Material. 
Total value of piece mate- Manufacturing Supplies, 7.¢., 
rial, belting, emery, cloth, 
brooms, fuel, oil, etc. 
(b) Labor. 
Total value of piece-wages Departmental ‘‘ non-produc- 
of ‘‘ productive labor.”’ tive’’ labor, 7.e., foreman, 
clerks, truckers, oilers, 
roustabouts, etc. 

General ‘‘non-productive’’ 
labor, 2.¢., shipping clerks, 
stock clerks, time-keepers, 
engineers, etc. 


Buying and Selling Department. 


Traveling expenses, salaries, 
freights, telephone and tele- 
graph, express charges and 
advertising. 

Fixed Charges. 
Rent, taxes, etc., interest. 
Risk. 

Insurance against various haz- 
ards, some of which vary 
with output as ‘‘ uncollectible 
debts’? and others such as 
“* fire’’ do not. 


A casual glance suffices to show that these items are 
arranged so that in the left column are the items which 
are easily chargeable to each piece produced, and tend to 
vary directly with the output, and in the right column 
are the items which do not vary directly with the out- 
put, but follow in gradation from manufacturing sup- 
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plies and so-called departmental “ non-productive ” labor, 
which increases considerably if output increases greatly, 
up to taxes and interest, which permit of tremendous in- 
crease of output, with comparative slight increase in 


themselves. 

Let us call £ the sum of the items in the left column 
for a given time, place and firm, z. ¢., total expense vary- 
ing with output. is the sum of the items in the right 
column, the relatively fixed charges, including interest 
(7). 

In strictness, there is no hard and fast line between 
running and fixed expenses, but like many other mag- 
‘ nitudes in economics and biology, the correct statement 
is that expenses may be ranged along a frequency dis- 
tribution according to the ratio which they vary with 
output. 


E 


ky ike OK « K™ 

The vertical scale in the above figure represents 
amount of expense and the horizontal axis the form-rate 
at which expense varies with output. To make a con- 
crete case, we may assume the ratio of direct variation 
XK, and then vary X from XK” to 7/A™, placing the 
amount of expense opposite the appropriate value of the 
power of K. ~ 

There is little doubt that this curve could be easily 
fitted by either Professor Edgeworth’s types of fre- 
quency curves or by Professor Karl Pearson’s skew 
curves, and along these lines, I believe, great develop- 
ment is possible for theoretical economics, since by posit- 
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Page 42, line 8 (from bottom). For the first K in this line 
read K°. 


Page 43, line 6 (from top). For K read K°. 
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ing these frequency distributions severe thinking will be 
able, step by step, to work out the various cases. We 
may now split the frequency curve at the median, and 
take the average of each half of the frequency array. 
The assumption of the theory of railway rates is that the 
average of the left half is about X, z. e., direct variation, 
and this quantity is termed running expense, and will be 
designated as &. The average of the right half is a 
power of X sufficiently high to be treated in analysis as 
a constant, provided output is not increased too greatly. 
For instance, if A—.10, A” the average variation of 
fixed expense, is (.10)'® = .oooo000001, an almost negli- 
gible variation. In the following analysis, letters are 
used to represent the variables as explained in the fol- 
lowing table: 
TABLE OF VARIABLES. 

No. 


C, etc. = different articles. 


selling price for articles A, B, etc. 
output of article A. 
total expense varying with output, z.¢., ‘‘ running ex- 
penses.”’ 
total expenses not varying with output, 7.¢., ‘‘ fixed 
expenses,’’ not including interest. 
P, profit. 
Sales—running expenses—fixed expenses. 
a profit upon article 
price—piece cost—fixed expense cost. 
w,7, = value of sales. 
E 


e’, @ — piece cost per article. 


a 
P, w,7,—E,—F 
/ = a see a, ee 
P’a o @, =T, Lr - 
_ = original capital of entrepreneur. 
Cc’ = borrowed capital, z.e., credit. 


The next three quantities depend on the preceding 
for definition, and are capable of double definition ac- 
cording to whether we take as our fundamental variable 
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cost value or selling value. To provide for both possi- 
bilities, I have given the two definitions in each case. 


Cost value | Selling value 
i.é., E, +F, 2.€., W, %, 
/ / / 
138 Pp, = eo 5 = percentage of | 13) p= WaPo oe PS ae percentage 
a a w, v, wT, 
profit on cost of production. of profit on selling value or 
sales. 


w, e/ 
14a e= E. + ¥ =percentage of we, e, 
varying expense reckoned on to- 4b em i, Fo e_  ” Percemtage 
tal cost of production. of varying expenses on sales. 
E, + F, 
Isa n=" G 
times capital is turned over! capital is turned over reckoned 
reckoned under cost of produc-| under selling value. 
tion. | 


=number of 15b n= number of times 


The definition of (7)* (15b) as sales value divided by 
capital is the common one in the business world. On 
the other hand, (f) and (e) are generally computed on 
cost, although 13b is often used. In many kinds of 
business # is computed on the wholesale price of goods, 
z.é.,a fraction of e. It seemed wise, therefore, to pro- 
vide at least for two possibilities. We are free to use 
the formule that are most convenient in expression, 
since the definitions are of such a form that the quanti- 
ties are readily transferable. At the same time no con- 
fusion can arise since the main possibilities are clearly 
provided for. 

The balance of the paper may be divided into four 
parts. (I) The percentage on capital realized by the 
concern operating without credit. (II) The percentage 
on capital realized by the concern operating with credit. 
(III) The gain experienced by the use of credit meas- 

*To the reader unfamiliar with the conception of rate of turnover, 
reference should be made to Professor Irving Fisher’s article, ‘‘ The role 


of capital in economic theory,’’ Economic Journal, 1897, in which the 
importance of this factor was first enunciated. 
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ured in percentage on capital. (IV) Discussion of this 
formula with reference to “ high finance.” 

(I.) Percentage on capital realized by the concern 
operating without credit. 

Net profit = sales value — running expenses — fixed 
expenses. 

It is plain that there are eight cases, as we use defini- 
tions (a) or (4) for quantities (J), (13), (e) (14) and () 
(15). The table of possibilities follow: 





Cases. | Form, | Expressions. 





\13a, 14a, 


14a, 





14b, 





14b, 


14a, 





14a, 








It will not be necessary to point out to this audience 
more than a single case and then produce the results for 
the remaining cases, reached in exactly the same man- 
ner. 

Case i. Let 


wp’ _ Ff .- EDs, 
eet 3) ees CS ee 


It is plain that value of sales is nC (1 + f), varying ex- 
penses e (xC) and fixed expense F. Consequently, 


net profit = sales — varying expenses — fixed expenses ; 
(16) net profit=nC (1+ p) —e (nC) —F. 
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Dividing by C, we obtain the percentage of net profit 
on capital of the entrepreneur, operating without credit 
in terms of turnover, capital, percentage of profits, per- 
centage of varying expense, and fixed expenses. Per- 
centage net profit 
=n(1+p)—en—F/C 
(17) =n(1+p—e)—F/C 
Working out the remaining seven cases, we obtain 
values for the net percentage profit, given in the table 
below. All results represent the same quantity—net 
percentage profit, but expressions differ according to 
various commercial definitions of J, e and x. 


TABLE OF EXPRESSIONS FOR NET PERCENTAGE PROFIT. 


Cases. No. Possibilities. Net Percentage Profit. 
i (18) 13a, 14a, 15a n (1+p-—e)—F/C 
ii (19) 13a, 14a, 15b n (1+e—pe)—F/C 
iii 20) 13a, 14b, 15a n ((1+p) (t—e))— Fie 
n 


( 
iv (21) 13a, 14b, 15b 
( 


22) 13b, 14a, 15a 


- 
(23) 13b, 14a, 15b 


vii (24) 13b, 14b, 15a 
viii (25) 13b, 14b, 15b 1—e)—F/C 


To illustrate these formulae, suppose the stock of a 
retail store is turned over ten times per year. Assume 
the percentage of profit on total cost to be thirty per cent, 
and the percentage of varying expense ninety per cent of 
total expense. The fixed charges might be $500 and 
the capital of the entrepreneur $1,000. Then the per- 
centage realized on capital would be by (18) 

10 (I — .30 — .g0) — §00/1000 
400 %o — 50% = 350% 

In certain kinds of business, one set of definitions 

would be more useful than another from the standpoint 
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of practical statistics, and in some instances the treat- 
ment of £ alone as the fundamental variable would be 
useful. The definitions of case vi are widely used by 
manufacturers and wholesalers who sell by catalogue. 
A list price is the basis for all discounts. Consequently, 
the percentage of profit is computed on the maximum 
price charged, z. e., the list price. Where the list price 
is maintained on the one price basis to all, these defini- 
tions are very convenient. But, when, as is generally 
the case, the list price is simply the basis of charging 
what the traffic will bear, by giving a different discount 
to each customer, these definitions are not so convenient 
as some of the others. 

(II.) Zhe percentage on capital realized by the concern 
operating with credit. 

The volume of the turnover is now increased from C 
to C+ C’; z.¢., the original capital (C) plus the borrowed 
capital (C’). 

Case (i). Let 

Net profits = sales — varying expenses — fixed ex- 
penses — interest. 

Substituting for sales, x (1 +f) (C+ C’), varying 
expense, ¢ 2 (C+ C’) fixed expenses, F, and interest C’ 
z, we have: (26) net profits 

=n(1+p)(C+C’)—en(C +0’) —F-C'i. 

Dividing the above expression by CG, we obtain the 
percentage net profit on capital. 

Percentage net profit 


CHC’ (ney — FC 


c ¢ ¢ 
_C+C —e om 
(27) ees (n(1+p—e)) at te 


=ft&(n (1 +p) — 
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The percentage net profit is given for the eight possi- 
ble cases in the following table: 
TABLE NET PERCENTAGE PROFIT WITH CREDIT. 
Cases. No. Net percentage profit. 
Cc’ 


i (27) C+E (u(r + p—e)) — FIC— Ei 


(28) CEC (u(t +e—pe)) — FIC et 


(29) CFE (m1) (1-€))—F/C— Ci 


(30) C+E (a(r—e))  -FIC— Si 
C+C _ = ms / 

(31) e “S e)) —FIC oi 
Cc’, 

(32) __ j=, 


(33) 
viii (34) 

(III.) We are now in a position to measure the gain in 
percentage of net profit on capital realized by the same 
concern operating with and without credit. It is plainly 
the difference between the expressions given in the two 
preceding tables for the respective cases. 

Without going in detail into the results under the 
various possibilities with respect to whether the com- 
pany increases its business solely through the influx of 
credit or in addition through a readjustment of the factors 
(2), (#) and (e, I shall consider briefly the case in which 
the business increases and (m), (f) and (e) remain cor- 
stant, and secondly the case in which (#), (J), and (e) 
change. It is probable that careful study along the lines 
of maxima and minima would be valuable, but at this 
point algebraic methods are sufficient for our purposes. 

To illustrate the method, case (i) is worked out in de- 
tail under the assumption that the business increases 
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solely through the influx of credit and the factors (7), 
(f) and (e) remain unchanged, an assumption which 
would be seldom realized. Subtracting (17) from (27), 
we obtain (35). 
(27) Net percentage profit with credit 
=CFS (a1 +p—e)) — FIC— Ci 
(17) Percentage net profit without credit 
=(n(1+p—e))—F/C 


Gain in percentage of net profit through use of credit 


x, nh 
=€ (a(t +p—e)) -Ei 


(35) =C (n(1+p—e) -i) 


In words, the gain realized by the use of credit is the 
product of two factors, the ratio of borrowings to capital 
and the difference between the turnover times the net 
percentage profit on total cost and the rate of interest. 

The following table gives the expressions of this gain 
for the eight cases that we have previously used. 


TABLE OF EXPRESSIONS FOR THE GAIN THROUGH THE USE OF 
CREDIT. 


Cases. No. 
i (35) © (n (1+ p—e) —i) 


ii (36) (nm (1++e— pe) —i) 
ii (37) C(m (1 +p) (te) =i) 
(38 <(n (1 —e) —i) 
eta(?— 55 )-0 
(25-1 
Sel=t-n 


Cc’ 
q (a (te) ~i) 





50 American Economic Association [294 


If now we assume that the volume of sales increases 
with a readjustment of the turnover, percentage of pro- 
fit and percentage of varying expense, which is proba- 
bly the ordinary case applicable to the industrial com- 
binations, the expression of percentage, net profit on 
capital, assuming the original capital the same, is easily 
obtained. 

(27) Net percentage profit with credit 


ao tO (n, (1 +p, —e) — FIC — Ci 


Cc © 
(17) Net percentage profit without credit 


=n, (1+p,—e¢,) — F/C 


(36) Gain in net percentage profit through use of 
credit 


=€(n, (1+P, — 2) —i) + (2,2) 


+ (a,p,— n, P,) + (2,¢,— n, e,) 


(IV.) Descussion of formula (36). 

In discussion of the principles, one formula is as use- 
ful as another. I shall, therefore, confine the discussion 
to formula (36), in which the gain in net percentage 
profit is 


~ (ny (1+ P2—€,) i) + (m, — m,) + (my Pp— M,P,) + (0,0, — 02) 
The subscript (2) refers to the value of the factors 
under the regimé of credit with the larger amount of 
business, and (1) to the value of the factors when bor- 
rowed capital is not used. We may on inspection derive 
the following conclusions : 

(a) Provided 2, = 2,, £, =f, and e,=—e,, as long as 
the product of the rate of turnover times unity plus the 
difference of percentage of profit and varying expense, 
2.é., (w(1 + p— e), is greater than the interest rate, (i), 
gain arises through the use of credit, and it is directly 
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proportioned to the amount of credit extension and in- 
versely proportioned to the amount of capital. 

(b) The rate of turnover (7) is very considerably 
under control, and the methods of increasing (#) lie pri- 
marily in advertising, z.¢., in the extension of the buy- 
ing field. An efficient organization of the departments 
of the concern tends to raise (), by diminishing the 
stock necessary to provide for fluctuations in the arrivals 
and shipments of the commodity. A reduction of per- 
centage of profit, (), increases the rate of turnover, less 
in non-competitive than in competitive goods. 

(c) The variable (f), ze., percentage of profit on 
total costs is largely under control, and its value is fixed 
at the figure which will maximize the sum of the ex- 
pressions ” (1 + ~—e), of which there are as many as 
there are articles sold. In highly non-competitive 
goods, this is easily accomplished by maximizing for 
each non-competitive article the expression  (1-++ p—e). 
In highly competitive goods, the percentage of profit is 
fixed with reference to the effect on the selling field, and 
a negative value to # (1 + — e) for competitive goods 
will often temporarily increase the total sum of profit on 
all goods through sympathetic buying occasioned by ex- 
tensive advertising. At the same time, every effort will 
be made to destroy permanently the competitive article. 

(d) In the successful industrial combinations, the di- 
rection of motion lies in (i) increasing the ratio C’/C; 
(ii) increasing the turnover, z. ¢., making , greater than 
n,, which is one of the most effective lines of advance, 
and is the secret of the modern department store ; (iii) in 
the reduction of e, although in several lines the opposite 
takes place owing to increased advertising costs, a dis- 
advantage which is more than counterbalanced by the 
increases of # and /. 
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(h) The factor (i), the interest rate, connects every 
business of the country with the subject of financing. 
The direction of gain is plainly in the reduction of (i). 
Credit takes three forms, (i) the loan of goods direct; 
(ii) the loan of capital for short periods ; (iii) the loan of 
capital for long periods. These forms are determined 
by the security of the loan, the person of the lender, 
the rate of interest and the duration of the loan, and not 
by any essential difference in the nature of the trans- 
action. 

(i) In the case of the loan of goods direct, the manu- 
facturer is the lender to the jobber, the jobber to the 
wholesaler, and the wholesaler to the retailer. If one 
per cent discount is given for payment in ten days in- 
stead of in thirty days, the rate of interest is a little 
above 1 percent for twenty days, or 18 per cent per 
annum. This form of financing is the most expensive 
and is granted on the smallest security. 

(ii) The loan of capital for short periods is largely 
the work of banking institutions and note-brokers. The 
security is better and the interest is lower. 

(iii) The loan of capital for long periods is theoreti- 
cally on still better security and at considerably lower 
interest rates. The lenders are investors who depend 
upon the interest for income. Investors will pay more 
for an income which is stable than for one which is in- 
termittent, even though over a given term of years the 
actual total yield is the same in both cases. The reason, 
of course, is that the average investor lives up to his in- 
come, and a hundred dollars deducted from next year’s 
income is not compensated by an extra hundred during 
the present year which by next year will have been 
spent. 

The art of financing is, therefore, simply the capitali- 
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zation of the net earnings of a concern, by grading a 
series of loans according to diminishing security and in- 
creasing interest, or in President Hadley’s words, an in- 
creasing “rate of commutation.” The term “ water” 
in securities, as it is generally used, is meaningless. 
Buyers and sellers base their esteem value entirely on 
probable rates of income and probable stability of earn- 
ings. For the entrepreneur both these hazards operate. 
If now, in the distribution of control of productive wealth, 
contracts can be drawn by which either probability can 
be reduced or eliminated, the security will sell on the 
basis of increased security. A series of skew curves will 
perhaps illustrate the reasoning. 
Estimated Interest Specified 
Frebabitlity 
100% 

Go 

80 

0 

60 

So 

40 

go 

20 


fo 


° 


The interest rates specified in the contract are written 
along the upper line at the heads of the columns. The 
distances A to B, B toC, etc., is perhaps 35 per cent in each 
case. Down the vertical column is the estimated joint 


probability of getting the given interest regularly. The 
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skew curves drawn in each column show how the per- 
centage of capital for a given interest is distributed ac- 
cording to risk. It is plain that the area of each curve is 
100 per cent, and the total amount at any interest rate and 
probability is the given ordinate multiplied by the total 
amount which loans at the given rate of interest. 

The probability of obtaining the interest regularly 
may be approximately discovered from the statistics of 
earnings over past years. If the business is a stationary 
one, the chance of failure to pay interest is plainly de- 
termined by the difference between the average earnings 
and the amount required to pay the interest on the issue 
divided by approximately two-thirds of the standard de- 
viation of the earnings about the average. The risk can 
from this data be estimated from the probability tables. 
For instance, if the above result is two, the probability 
is 4:1; if three, 19:1. This is the real reason why it is 
safe to capitalize combinations far in excess of cost of 
plant. If the business is a growing one, the same method 
may be adopted except a growth axis is now the basis 
rather than the average, and the probability of failure 
to pay interest a lessening one, varying with each suc- 
cessive year. This entire field is capable of exact sta- 
tistical study, and it is in this world of probability and 
interest that financiers work. Their work is to provide 
devices for reducing the interest rates, and increasing 
the ratio C’/C. Thusa concern operating without credit 
might earn 6 per cent on acapital stock of $100,000, par 
value $100, with a probability of 50 per cent. The 
fluctuation of profits in different years might range be- 
tween 4 per cent and 8 per cent. Proper financing with 
bonds at 4 per cent, $50,000, preferred stock 5 per cent 
accumulative, $40,000, would provide $90,000 capital 
and the bonds would have say a security of go per cent, 
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and the preferred stock 70 per cent. This would leave 
$10,000 for the owners of the equities to provide. With- 
out credit, the net percentage on capital is 6 per cent. 
With credit, the net profit is on the average 6 per cent 
on $100,000 —(4 per cent on 50,000) —(5 per cent 
On 40,000) = 6,000 — 2,000 — 2,000 = $2,000. Two 
thousand dollars could be under favorable conditions 
capitalized at 6% per cent, and the stock sell at par, z. e., 
$32,000. The result is an excess of $22,000 of “ water,” 
and since control can be maintained with about 50 per 
cent ownership, the entrepreneur can withdraw all of his 
capital, $10,000, with his share of the water, one-half of 
$22,000, $11,000, and still have $1,000 clear profit and 
complete control. This, of course, is not far from the 
ideal case, where in the expression for gain through 
credit 


© (a(1+p—e) i), 


C is steadily diminished until it approaches zero as its 
limit, and C’ is steadily increased to the limit of the credit 
market, so that the ratio C’/C nearly fulfills the dreams 
of some of our promoters, an infinite percentage of profit 
on a zero investment of capital. 

(z) In summary, therefore, from the standpoint of the 
distribution of the control of productive wealth, in the 
line of industrial progress lie all causes or inventions 
which increase the ratio C’ / C (from a simple book credit 
or personal note up to the intricate financing of the 
Northern Securities Co.) ; all causes increasing the fac- 
tor (such as time saving processes of manufacturing, 
advertising and efficient organization); also the factor 
(~) (for instance special brands which admit of mono- 
poly prices, or that constancy of price schedules, which 
wide control affords)’; and to decrease (e) and (7) is also 
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profitable. Time saving processes and the economic 
handling of labor as well as the elimination of useless 
labor, such as competing salesmen, suffice to lower (e.) 
Finally, high finance with its long series of credit in- 
struments, ranged in gradation of increasing security 
and decreasing interest accomplishes the latter. Indeed, 
the attitude that credit extension is unproductive seems 
to me very wide of the mark. The devices which 
quickly enable the men who can to enter upon the work 
to which capability has pointed, have arisen not without 
reason. 

To my mind, the situation calls not so much for pub- 
licity with respect to the statistics of the private infor- 
mation of the entrepreneur, which is of the nature of 
patent right and of less value to the public, who cannot 
analyze, than to the rival who analyzes to complete, as 
for a campaign of education, which shall teach the ad- 


vantages and disadvantages of credit instruments from 
the investor’s standpoint with sharp emphasis on the 
great hazards of common stock, and especially on how 
very little a common stockholder has a right to expect. 





THE THEORY OF LOAN CREDIT IN RELA- 
TION TO CORPORATION ECONOMICS— 
DISCUSSION 


FREDERICK A. CLEVELAND: To state the points 
briefly and concisely, my objections to the method 
employed by Dr. Norton are two: (1) that the method 
used for reaching his conclusions is unscientific ; and (2) 
that the method of presenting his results is not one 
which may be readily understood by the economists 
themselves with whom it is necessary to co-operate in 
the development of a science, nor is it readily intelligi- 
ble to the public in whose education we are primarily 
interested. These objections will be presented in the 
order suggested. 

The logical method by which Dr. Norton reaches his 
conclusions is entirely a rzorz. Such a process of reason- 
ing is entirely proper when applied to mathematics or 
to the development of any scheme of thought from 
premises which are well established, and concerning 
which there can be no dispute nor objections raised by 
those to whom this form of reasoning is addressed. Dr. 
Norton, in his paper, however, has attempted to apply a 
priori processes of reasoning to assumptions which are 
neither established, nor can they be admitted for the 
sake of argument without doing violence to the subject 
which he is seeking to unfold. For example, his most 
fundamental conclusion which is used as a basis for 
further a friorz reasoning is that competition does not 
enter into the prices of monopoly goods. This assump- 
tion or conclusion is not a generally accepted one—in 
fact the position taken has been a subject of heated dis- 
cussion among economists themselves, and certainly 
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would not be accepted by men in the business world as 
established. 

Mathematical reasoning is wholly a priorz; but the 
truth of mathematical conclusion depends entirely on 
the truth and general acceptance of its premises. To 
attempt to apply mathematical reasoning to assumptions 
that are not accepted, and concerning which there has 
been no conclusive demonstration as to the truth, can 
result in nothing but a waste of energy on the part of 
the one making the application of the method to the 
development of his subjects, and a waste of time on the 
part of those who attempt to follow the development. It 
is for the reason that no broad generalizations have been 
established, and that none will be admitted without 
question, that the a Jrzorz method alone cannot be used 
for the unfolding of a science. It is in those branches 
of knowledge only where research has been applied as 
the method of inquiry, and where a priord reasoning 
has been employed simply as a guide to research, that 
progress has been made. 

In economics the method of the past has been one of 
reasoning from primary assumption to a further conclu- 
sion. The scientific method seems not to have won a 
place among those who have devoted themselves to the 
field of economic inquiry. The result is that there has 
not to this time been established a single conclusion 
that may be accepted without controversy, even by 
economists themselves. It is this fact that makes 
futile the method of Dr. Norton and of all others who 
seek to apply mathematical or other forms of a priori 
reasoning alone to constructive thought in the field of 
business. Before we can ever hope to develop a syste- 
matic body of knowledge which will win for itself the 
confidence of the thinking world, the method of scientific 
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research—that method of reasoning which treats present 
generalizations purely as working hypotheses, and 
which from these goes out into the business world and 
attempts to assemble and classify the data around these 
hypotheses—a method which refuses to accept any con- 
clusion as a basis for reasoning without again bringing 
that reason to the basis of scientific proof must be in- 
voked by the economist. 

The second objection urged by way of criticism to the 
paper under discussion pertains to the method of 
presentation. If the assumption heretofore made that a 
science must be the result of co-operative effort, and 
further, that the purpose of scientific investigation is to 
impart information, then it follows that one who is 
seeking to contribute to the present sum of existing 
knowledge should present the results of his labor in 
such form as to permit those working with him to avail 
themselves of the results with greatest facility ; the 
form of presentation should be one which most readily 
appeals to the intelligence of the class to whom it is 
addressed. 

If we assume that the paper under discussion was ad- 
dressed to economists, then the form of presentation 
should be one that would be readily understood by 
economists. Again, if it were addressed to the public it 
should be stated in a language familiar to the public. 
Ido not think that I would be thought to be hyper- 
critical if attention were called to three characteristics 
in which the paper of Dr. Norton did not seem to con- 
form to the purpose as above expressed, viz: (1) That 
in certain parts a nomenclature has been used which is 
not common within the field of economics itself, and is 
not at all understood by the public. (2) that the use 
made of diagramatic emblems does not lend clearness to 
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the exposition. (3) that mathematical formulae are not 
a language that can be readily followed, and therefore is 
not one which the economists or the public at large can 
follow with facility. 

As to the nomenclature used, and to which reference 
is made, I may cite the following: ‘“ Weber’s law 
suggests that on the assumption of equality of enjoy- 
ment, equality of properties maximizes this ophelimity.” 
The meaning of this clause to most readers even in the 
field of economics would be absolutely lost, whereas, 
the same idea might be very easily expressed in terms 
that are in ordinary and general use. As to the dia- 
gramatic representation of thought presented, there are 
few people who are accustomed to think in terms of 
“skew curves,” etc.; to most readers no idea is con- 
veyed by such a device. If after hours of serious 
thought the message which the writer has to convey 
may be drawn from the context, it is at the cost of time 
and effort greater than most readers will be willing to 
give. It is suggested that the same ideas might be ex- 
pressed without this lumbering method of expression— 
an expression entirely plain and clear to one who has 
become an expert in the handling of obscure terms, 
ingenious diagrams and mathematical formule, but 
which stand in the way of conveying ideas to econo- 
mists and to others who have been accustomed to think 
about similar problems, and to express their thought in 
a different way. As to the resort made to mathematical 
formulae there is nothing in the subject handled which 
requires such a presentation, and therefore, it is sug- 
gested that this method of conveying thought on the 
subject is one least intended to make whatever results 
have been obtained, useful to others. 

These criticisms would not be offered, in Dr. Norton’s 
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absence, were they not intended as a protest against the 
whole class of economic writings for which the paper 
before us stands as an example. To be more specific it 
is urged: (1) that the field of business, both public and 
private, is capable of scientific treatment—that the facts 
may be collected, classified and co-ordinated, and that 
scientific conclusions may be reached in this branch of 
inquiry as well as in physiology, anatomy and botany; 
(2) that the @ Jrzorz method which begins by taking for 
granted certain broad generalizations, and from these 
first assumptions projects reason out into intellectual 
spaceis not a method by which a science of economics 
may be developed ; (3) that those who have turned from 
the usual method of expression to mathematics are 
simply employing symbols and forms to make the 
reason itself more exact, but by this can add absolutely 
nothing unless each hypothesis is brought to the test of 
scientific research, and this the mathematical economists 
have failed to do; (4) that this form of erudition, based 
as it is solely on philosophic reflection and a long line 
of purely empirical reasoning, when so stated as to 
be readily understood, must still put the reader to 
the task of making a scientific test of its conclusions 
and therefore can be of little value; but when it also 
attempts to express itself in symbols and signs unusual 
or which first require translation, it so far compounds 
the difficulty as to make the result entirely questionable. 
Working from a few commonplace assumptions the 
economists have for two centuries been building their 
tower of Babel. Gradually they have risen from one 
premise to another ; but not having a method of inquiry 
which has brought them into intellectual co-operation, 
each has followed his own line of projection, and each 
from his own high pedestal talking in a language 
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peculiar to himself has addressed himself to his own 
imaginary audience, until they can no longer understand 
each other. By men of affairs (those who have some 
knowledge of economic data) to use the language of a 
recent review, “they are regarded as mere pedants 
and pundits beating their ineffectual wings in a void of 
of their own creation.” Should the economist forsake 
the method of our primitive philosophies, and accept 
the method of modern science, the business men would 
be first to welcome his results ; and gradually a science 
of economics would rise to the plane of history, chemis- 
try, physics and the other established branches of exact 
knowledge. 





STATE TAXATION OF INTERSTATE 
COMMERCE 


FRANK J. GOODNOW 


The question as to the constitutionality of the taxa- 
tion of interstate commerce by the states could not very 
well arise in the early history of the country. There 
were no such things as interstate transportation com- 
panies. There were hardly any interstate or state roads. 
Furthermore, the expenses of the state governments 
were, on account of the modest character of the work 
they did, very small in amount, and these expenses could 
easily be met by the taxes which were universally levied 
on property and on occupations. The first attempt made 
by any state which led to litigation was that of the state 
of Maryland to charge a fixed sum for every coach pass- 
ing over the national road. The propriety of such a tax 
came up before the Supreme Court of the United States, 
which decided against the state, not however on the 
ground that the taxation by a state of interstate com- 
merce was prohibited by the Constitution, but on the 
ground that the particular action taken by the state of 
Maryland was in violation of a contract made by it with 
the United States. (See Searight vs. Stokes, 3 How. 
I5I.) 

Before the question as to the power of the states to 
tax interstate commerce came up definitely before the 
Supreme Court, that body had so construed the com- 
merce clause of the Constitution as‘to make it extremely 
probable that the court would decide that the taxation 
of interstate commerce by the states was improper. This 
commerce clause gives to Congress the power “to regu- 


late commerce with foreign nations and among the 
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several states and with the Indian tribes.” The Supreme 
Court had, early in its history, decided that by this 
clause an exclusive power of regulation as to all matters 
needing uniform and not admitting of local treatment, 
was vested in Congress. In the great case of Gzbdons vs. 
Ogden (9 Wheat. 1), decided in 1824, the Supreme 
Court denied the right of the state of New York to 
grant an exclusive right of steam navigation on the 
Hudson River. Chief Justice Marshall intimated that 
this power was exclusively in Congress, saying : 

“It has been contended by the counsel for the appellant that, as 
the word ‘to regulate’ implies in its nature full power over the thing 
to be regulated, it excludes, necessarily, the action of all others that 
would perform the same operation on the same thing. . . There is 


great force in this argument, and the Court is not satisfied that it 
has been refuted.’’ 


At the same time Mr. Justice Marshall says expressly 
that the decision of this question was not necessary in 
order to decide the case before the court, for the reason 
that the action of the state was in conflict with that of 
Congress and was, therefore, improper. 

In the later case of Cooley vs. Board of Port Wardens 
(12 How. 300), decided in 1851, state regulations rela- 
tive to pilots were upheld. Mr. Justice Curtis, who 
gave the opinion of the court, says: 


“*It becomes necessary, therefore, to consider whether this law of 
Pennsylvania, being a regulation of commerce, is valid. The act of 
Congress of the 7th of August, 1789, sect. 4, is as follows: 

‘* That all pilots in the bays, inlets, rivers, harbors and ports of the 
United States shall continue to be regulated in conformity to the 
existing laws of the states, respectively, wherein such pilots may be, 
or with such laws as the states may respectively hereafter enact for 
the purpose, until further legislative provision shall be made by 
Congress. 

‘* If the law of Pennsylvania now in question had been in existence 
at the date of this act of Congress, we might hold it to have been 
adopted by Congress, and thus made a law of the United States, and 
so valid. Because this act does, in effect, give the force of an act of 
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Congress to the then existing state laws on this subject, so long as 
they should continue unrepealed by the state which enacted them. 
But the law on which these actions are founded was not enacted till 
1803.’’ 

Mr. Justice Curtis, therefore, comes to the conclusion 
that the act of the state of Pennsylvania could not be 
justified as having been adopted by Congress. Later on 
in the opinion Mr. Justice Curtis says: 

‘* Whatever subjects of this power are in their nature national, or 
admit only of one uniform system, or plan of regulation, may justly 
be said to be of such a nature as to require exclusive legislation by 
Congress. That this cannot be affirmed of laws for the regulation of 
pilots and pilotage is plain. The act of 1789 contains a clear and 
authoritative declaration by the first Congress that the nature of this 
subject is such, that until Congress should find it necessary to exert 
its power, it should be left to the legislation of the states ; that it is 
local not national ; that it is likely to be the best provided for, not by 
one system or plan of regulations, but by as many as the legislative 
discretion of the several states should deem applicable to the local 
peculiarities of the ports within their limits.’’ 

On the basis of this reasoning the court upheld the 
act of Pennsylvania in question. 

Somewhat later in its history the court extended the 
principle of the exclusiveness of the power by adding 
the corollary that when Congress had failed to exercise 
its power, it had done so because it was its will that the 
commerce subject to its regulation should not be regu- 
lated. This view is hinted at by Mr. Justice Johnson in 
the case of Gibbons vs. Ogden and by Mr. Justice Grier 
in the Passenger Cases (7 How. 283), decided just 
before (1849), and is definitely adopted by the Su- 
preme Court in the case of the State Freight Tax (15 
Wall. 232), decided in 1872. The principle is brought 
out as clearly as anywhere in Roddins vs. Shelby County 
Taxing District (120 U. S. 489), decided in 1886. 

Finally it was also decided at an early time that tax- 
ation was regulation. The first hint that this was to be 
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the view to be taken is to be found in Chief Justice 
Marshall’s opinion in Brown vs. Maryland (12 Wheat. 
419), decided in 1827. The first case, however, 
which definitely places the Supreme Court on record on 
this point is the Passenger Cases (7 How. 283), where 
the order of the court was that 


‘It is the opinion of this court that the statute law of New York, 
by which the health commissioner of the city of New York is de- 
clared entitled to demand and receive, from the master of every ves- 
sel from a foreign port that should arrive in the port of said city, the 
sum of one dollar for each steerage passenger brought in such vessel, 
is repugnant to the Constitution and laws of the United States, and 
therefore void.”’ 


This decision resembled the late decision in the /msu- 
lar cases in that while there was a decision there was 
no opinion, almost every member of the court writing 
his own opinion. Among the dissenting opinions is 
that of Chief Justice Taney, who denies that taxation is 
regulation, saying : 


‘* The taxing power of the state is restrained only where the tax is 
directly or indirectly a duty on imports or tonnage. And the case be- 
fore us is the first in which this power has been held to be still further 
abridged by mere affirmative grants of power to the general govern- 
ment. In my judgment this restriction on the power of the states is 
a new doctrine in opposition to the contemporaneous construction and 
the authority of adjudged cases. And if it is hereafter to be the law 
of this court, that the power to regulate commerce has abridged the 
taxing power of the states upon the vehicles or instruments of com- 
merce, I cannot foresee to what it may lead ; whether the same prohi- 
bition, upon the same principle, may not be carried out in respect to 
ship-owners and merchandise in a way seriously to impair the powers 
of taxation which have heretofore been exercised by the states.’’ 


Notwithstanding the dissent from this position, the 


principle was upheld, and nothing is clearer at the 


present time than that taxation of commerce is fegula- 
tion of commerce. 

It may, therefore, be said that before the question of 
the regulation of commerce among the states came up 
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for consideration, certain principles had been adopted 
by the Supreme Court with regard to that part of the 
clause which affected commerce with foreign nations. 
It was only natural, therefore, that when the matter of 
commerce among the several states did come up for con- 
sideration, the principles which had been applied to 
commerce with foreign nations should be applied to 
commerce among the several states, for the power with 
regard to both kinds of commerce was to be found in 
the same clause. At the same time it is well to remem- 
ber that, while the Constitution contains nothing further 
with regard to commerce among the several states, it 
does contain a number of provisions which positively 
prohibit action on the part of the states relative to com- 
merce with foreign nations. Thus the Constitution in 
article 1, section 10, forbids a state to enter into any 
treaty, alliance or confederation or agreement or compact 
with another state or with a foreign power, or, without 
consent of Congress, to lay any imposts or duties on the 
imports or exports, except what may be absolutely neces. 
sary for executing its inspection laws. 

It is thus seen that the views expressed with regard 
to the taxation of foreign commerce may have been in- 
fluenced not merely by the commerce clause, but as well 
by these other clauses of the Constitution. Indeed it is 
very evident that Chief Justice Marshall’s opinion in 
Brown vs. Maryland must be read in the light of the 
prohibition placed upon the states to tax imports as well 
as in that of the commerce clause. 

But however that may be, certain principles which 
had been adopted with regard to commerce with foreign 
nations were actually later applied to commerce among 
the several states. These were, that the power of Con- 
gress to regulate was exclusive as to all matters which 
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admit of uniform regulation; that, as to such matters, 
the inaction of Congress was to be regarded as an ex- 
pression of its will that there should be no regulation ; 
that, as to matters which do not admit of such uniform 
regulation, the states might act until Congress acted, 
and, finally, that taxation was regulation. 

What remained to be determined then was, what was 
commerce among the several states. It has already been 
said that in our early history there was no particular 
need of taxing such commerce. With, however, the 
development of great interstate transportation com- 
panies whose ownership was widely distributed among 
their security holders, there sprang into existence an 
immense amount of personal property which did not 
subject itself so readily to the taxing power of the state 
as had the tangible personal property which, prior to 
the development of corporate securities, had constituted 
a large, if not the largest, part of the personal property 
subject to taxation. Further, the development of indus- 
trial civilization imposed greater burdens upon the 
states, which, in order to protect the weaker classes of 
the community, had to extend their sphere of govern- 
mental activity. The growth of cities had the same 
effect. City government became necessarily more ex- 
pensive. The industrial states first attempted to solve 
this problem by assigning the real property taxes to the 
localities and by securing new state revenues from the 
various corporations which had sprung up and flourished 
through the grant to them of privileges by the states in 
which they conducted their operations. 

Pennsylvania seems to have taken the lead in this 
movement which began, roughly speaking, about 1870. 
No attempt will here be made to give an account of the 
movement. Lack of space forbids. All that can be said 
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is that among other corporations the transportation cor- 
porations were subjected by. the states to various forms 
of taxation, which resulted in a vast amount of litigation 
before the Supreme Court. This body has not always 
been consistent in the opinions which have been officially 
expressed by its representatives. At the same time its 
decisions are, it is believed, with very few exceptions 
susceptible of reconciliation, if attention is directed to 
the exact facts of the cases rather than to the expres- 
sions of opinion on the part of the judges. The result 
of these decisions is somewhat as follows: 

First. License taxes imposed upon commercial houses 
of other states or on corporations engaged in interstate 
commerce for the privilege of selling within the state 
goods to be brought from other states or of conducting 
a business which transcends state lines are forbidden. 
The following license taxes have been held to be im- 
proper. (1) License taxes to sell in the state goods of 
foreign origin, imposed on the seller because of the 
foreign origin of the goods; (2) license taxes imposed 
upon drummers who come into the state to solicit orders 
for a foreign house, where the goods ordered are outside 
of the state at the time of the sale; (3) license taxes im- 
posed upon telegraph or transportation companies for 
the privilege of sending messages outside of the state, or 
for shipping goods out of the state. (See Welton vs. 
Missourt, 91, U. S. 275; Robbins vs. Shelby County, 
120 U. S. 489; Zelegraph Co. vs. Texas, 105 U.S. 460; 
Leloup vs. Port of Mobile, 127 U.S. 640; Norfolk & 
Western Ry. Co., vs. Pennsylvania, 136 U. S. 114). 

Second. Taxation of the objects of interstate com- 
merce, that is, objects which are being transported from 
any point not within the state to another point not within 
the state, or from a point within the state to a point not 
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within the state or vice versa, is a regulation of inter- 
state commerce and therefore prohibited (State Freight 
Tax, 15 Wall. 232). 

Third. Taxes imposed upon the gross receipts of a 
corporation, where such receipts include receipts from 
interstate commerce as above defined, are justifiable only 
where the receipts taxed are not entirely derived from 
interstate commerce, and where the corporation is a 
domestic corporation, that is, a corporation of the taxing 
state. Where the receipts of a domestic corporation are 
not derived entirely from interstate commerce, its gross 
receipts may be made the measure of a tax, which is 
regarded as a tax upon its franchise. This franchise is 
considered by the courts as subject to the jurisdiction of 
the state, because it is granted by the state. (Raz/way 
Gross Receipts Tax case, 15 Wall. 284; Philadelphia & 
Southern Steamship Co. vs. Pennsylvania, 122 U. S. 
326; Fargo vs. Michigan, 122 U. S. 326; Ratterman 
vs. Western Union Telegraph Co., 127 U.S. 411 ; Maine 
vs. Grand Trunk Railway Co., t42 U. S. 217). 

These rules, effectively precluded the states from 
taxing the right to carry on interstate commerce, the 
objects of interstate commerce and the receipts from 
interstate commerce except in the one case that the cor- 
poration whose receipts were taxed was a domestic 
corporation and those receipts were derived only par- 
tially from interstate commerce. The states may there- 
fore be said to have failed pretty nearly all along the 
line in their attempts to tax corporations engaged in inter- 
state commerce, where the tax was attempted to be levied 
on that commerce. The states, however, were not daunted 
by this failure, but started on a new line about the year 
1880. 
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In the great case of McCullough vs. Maryland (4 
Wheat. 316), in which it was decided that the states 
could not tax the operations of an instrumentality of 
the United States government, Chief Justice Marshall 
had said : 


‘* This opinion does not deprive the States of any resources which 
they originally possessed. It does notextend to a tax paid by the real 
property of the bank, in common with the other real property within 
the State, nor to a tax imposed on the interest which the citizens of 
Maryland may hold in this institution, in common with other property 
of the same description throughout the State. But this is a tax on 
the operations of an instrument employed by the government of the 
Union to carry its powers into execution. Such a tax must be uncon- 
stitutional.’’ 


When the transcontinental railway corporations re- 
sisted state taxation on their property on the ground 
that they were agencies of the United States govern- 
ment, the Supreme Court applied the exception made 
by Chief Justice Marshall and upheld the right of 


the states to levy these taxes. (Zhomson & Pacific Rail- 
road Co., 9 Wall. 579; Ratlroad Co. vs. Peniston 18 
Wall. 5). 

In the meantime the states had gradually adopted the 
view that railway property was to be assessed as rail- 
way property and not as so much land, with the rails, 
ties and so on annexed to it. Such a method of assess- 
ment was upheld by the Supreme Court in the Staze 
Railroad Tax cases (92 U. S. 575). The states soon 
saw that if they could extend this principle somewhat 
they could arrive at the same result which they had 
tried to reach when they began the movement to which 
reference has been made. 

One of the first important cases which upheld the 
states in their action was the Western Union Teles 
graph Co. vs. Massachusetts (125 U. S. 530), decided 
in 1887. Here it was held proper for the state to tax 
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that proportion of the valued capital stock of the 
company which the number of miles of telegraph line 
operated by such company in Massachusetts bore to the 
total number of miles operated by the company. This 
method was soon applied to other corporations doing 
an interstate business, particularly the railways (see the 
COC & St. Louts Ry Co. vs. Backus, 154 U.S. 
439), and the express companies. The extreme point 
to which this unit of value theory, as it came to be 
called, was carried is seen in the Express Company 
cases (165 U. S. 194), decided in 1896. In these cases 
the only property possessed by the companies subject to 
the tax consisted of property similar to that possessed 
by ordinary citizens of the state, that is, horses, wagons, 
safes, pouches, office furniture and so on, but the Su- 
preme Court, in a decision from which four of the nine 
judges dissented, held that this property might be given 
a value which was to be based almost exclusively upon 
the receipts which its use by the company secured, with 
the result that property of an actual taxable value, 
when considered apart from the business in which it 
was used, of less than $70,000 was assessed at more 
than $500,000. 

The theory of the situs of the property, which must 
be within the state in order that the state might have 
jurisdiction to tax, was stretched in other cases almost 
as far as the power of the state to tax the property of 
the agents of interstate commerce was extended in the 
Express Company cases. ‘This comes out most clearly 
in the Pullman Company cases. The Supreme Court 
had held under its theory of license taxes that a specific 
tax on the cars of a foreign corporation cannot be im- 
posed for the privilege of engaging in interstate com- 
merce (Pickard vs. Pullman Southern Car Co. 117 
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U. S. 34). The state of Pennsylvania, however, ad- 
vanced the theory that while the specific cars of a 
foreign corporation cannot be said to be within the 
state where such cars are merely running through the 
state, at the same time, since there is always a certain 
number of cars within the state, the state may tax that 
proportion of the capital stock of the corporation which 
the miles run by the company’s cars within the state 
bear to the total number of miles run by the cars in 
the country as a whole. This view received the ap- 
proval of the Supreme Court. (Pullman Palace Car 
Co. vs. Pennsylvania, 141 U. S. 18). 

We may say, therefore, 7s/, that the fact that a trans- 
portation company has, at all times, some property 
within a state, is sufficient to give such state jurisdic- 
tion for taxation, and, 2d, that such property may be 
assessed, not as ordinary property, in the state, in ac- 
cordance with its value as an item of such property, 
but as a part of a whole, whose value is determined by 
the receipts from operations of that whole, notwith- 
standing those operations are operations of interstate 
commerce. This is really the principle at the basis of 
the unit of value doctrine. It is not in accordance with 
the distinction made by Chief Justice Marshall in 
McCullough vs. Maryland, on which the right to tax 
the property of agencies of interstate commerce is 
based, and it results, however we may attempt to cloak 
it in fanciful distinctions, in a taxation of interstate 
commerce. 

The question may well be asked, then, what ad- 
vantages have been secured by this circuitous method 
of recognizing that the states may tax interstate com- 
merce. It is certainly no less dangerous to the com- 
mercial unity of the United States which the Consti- 
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tution attempted to ensure, that the states should tax 
the value of the property of interstate corporations, esti- 
mated in terms of the receipts from interstate commerce, 
than that they should tax the receipts themselves, or even 
the objects of interstate commerce. Why is it that the 
Supreme Court has thus practically reversed its policy ? 
Why, but because, as Chief Justice Taney intimated in 
in his opinion in the Passenger cases already referred 
to, the restriction of the power of the states, as it has 
been interpreted, has too seriously impaired “the 
powers of taxation which have heretofore been exer- 


cised by the states.” 

This fear that the taxing power of the states would 
be too greatly impaired has been voiced by many of the 
judges, but they have been led to adopt the principles 
which they have enunciated, by the fear that if they 
recognized the power to tax interstate commerce as be- 


longing to the states, it could be made use of to destroy 
our commercial unity. For the power to tax is the 
power to destroy, as Chief Justice Marshall said in Z- 
Cullough vs. Maryland. ‘This fear has been expressed 
many times. Thus in the State Freight Tax cases (15 
Wall. 232), Mr. Justice Strong says: 


‘* The legislature of Pennsylvania has in effect declared that every 
ton of freight taken up within the State and carried out, or taken up 
in other States and brought within her limits, shall pay a specified 
tax. The payment of that tax is a condition, upon which is made de- 
pendent the prosecution of this branch of commerce. And as there 
is no limit to the rate of taxation she may impose, if she can tax at 
all, it is obvious the condition may be made so onerous that an inter- 
change of commodities with other States would be rendered impossi- 
ble. . . It is of national importance that over that subject (that is, 
interstate commerce) there should be but one regulating: power, for if 
one state can directly tax persons or property passing through it, or 
tax them indirectly by levying a tax upon their transportation, every 
other may, and thus commercial intercourse between States remote 
from each other may be destroyed. The produce of Western States 
may thus be effectually excluded from Eastern markets, for though it 
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might bear the imposition of a single tax, it would be crushed under 
the load of many. It was to guard against the possibility of such 
commercial embarrassments, no doubt, that the power of regulating 
commerce among the States was conferred upon the Federal govern- 
ment.’’ 

Again, in the case of Welton vs. Missourt, (91 U. S. 
275), Mr. Justice Field says : 

‘* The power of the state to exact a license tax of any amount being 


admitted, no authority would remain in the United States or in this 
court, to control its action, however unreasonable or oppressive.’’ 


Is there now no way of reconciling these two deside- 
rata, that is, an ample taxing power in the states and 
an absolutely secure commercial unity for the entire 
country? Certainly the present solution of the question 
does not ensure such a unity, for the states may at any 
time they see fit increase their exactions, and unless the 
Supreme Court changes its rule, no Federal authority 
can intervene to protect interstate commerce. If, on the 
other hand, the Supreme Court does change its rule, 
while our commercial unity will be protected the taxing 
power of the states will be too greatly impaired. The 
mere statement of the question would seem to suggest 
its answer. ‘This is the recognition of a right on the 
part of the states to tax interstate commerce, the exer- 
cise of which should be limited by Congress. Is, now, 
such a solution of the question constitutional? At first 
blush one is apt to say “no,” but a further investigation 
of the subject is calculated, it is believed, to cause 
doubts to arise as to whether “no” is the right answer. 
It is to be noticed that the states are not expressly for- 
bidden by the Constitution to regulate or tax interstate 
commerce, as they are expressly forbidden to levy taxes 
on imports or exports. Therefore, the taxation of inter- 
state commerce by the states is improper only so far as 
it is within the state regulation of such commerce, which 
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is forbidden by the Supreme Court in its interpretation 
of the commerce clause of the Constitution. But we 
have seen that state regulation of such commerce is for- 
bidden, except as to such local matters as pilot regula- 
tion, and that taxation is regulation. Must we, then, 
conclude that state taxation of interstate commerce is, in 
all cases, improper ? 

Not if we bear in mind the old maxim of the law 
which says that when the reason for a rule ceases the 
rule itself ceases. What, now, is the reason for the rule 
that state taxation is regulation? Is it not, as has 
already been intimated, that the power to tax is not sub- 
ject to judicial limitation, but, if recognized, may be 
exercised to any extent? This is what the Supreme 
Court has said on several occasions. If, now, we can 
find a method by means of which the exercise of this 
power by the states can be limited by Congress, is it not 
natural to suppose that the objections of the Supreme 
Court to state taxation of interstate commerce will be 
removed? Several constitutional objections to such a 
solution of the question at once present themselves. It 
will be said that if the states possess the power, Con- 
gress has no constitutional authority to limit their exer- 
cise of it, and on the other hand, that if the states do 
not possess the power Congress may not delegate it to 
them. Is it, however, necessary to concede that con- 
gressional limitation of state taxation is either a limita- 
tion of the power of the states to tax or a delegation to 
the states of a power which they otherwise would not 
possess? The attempt will be made to show that an 
act of Congress could be framed which would not be 
open to either of these objections. 

Suppose Congress should frame an act which should 
provide a method of state taxation of interstate com- 
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merce, to go into effect in any state if that state should 
adopt the act of Congress. Such an act might be justi- 
fied on either one of two theories ; first, the adoption by 
Congress of a state law; second, the passage of legisla- 
tion by Congress to take effect on the happening of a 
future event. Let us see now whether either or both of 
these methods has received the approval of the Supreme 
Court. 

The first case decided by that body which has a bear- 
ing on the theory that Congress may adopt a state law 
is the case of Cooley vs. Port Wardens, already referred 
to. The opinion in this case would seem to show, how- 
ever, that the Supreme Court has repudiated the idea 
that Congress can provide for the adoption by it of 
legislation to be passed in the future by the states. In 
order to uphold the state statute the court was driven to 
take the position that the power to regulate commerce 
is exclusive in Congress only as to subjects which are 
“in their nature national or admit only of one uniform 
system or plan of regulation,” and that as to local 
matters the states may act until Congress acts. At the 
same time it is to be remembered that the court did not 
declare the act of Congress unconstitutional and also 
upheld the law of the state passed after the act of Con- 
gress. A careful search through the reports has re- 
vealed no other decision on this point until we come to 
the year 1890, when the case of Jz re Rahrer (140 U.S. 
545) came before the court. This case brought up for 
consideration an act of Congress known as the Wilson 
Bill. This provided 


‘That all fermented, distilled or other intoxicating liquors trans- 
ported into any state or territory, or remaining therein for use, con- 
sumption, sale, or storage therein, shall, upon arrival in such state or 
territory, be subject to the operation and effect of the laws of such 
state or territory, enacted in the exercise of its police powers, to 
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the same extent and in the same manner as though such liquors or 
liquids had been produced in such state or territory, and shall not be 
exempt therefrom by reason of being introduced therein in original 
packages or otherwise.”’ 


The purpose of this bill was to overcome the effect of 
the decision of the Supreme Court in the case of Lezsy 
vs. Hardin (135 U.S. 100), which had held that liquors 
in the original package in the hands of the person bring- 
ing them into the state would not be subject to the police 
power of the state. The court upheld the law of Con- 
gress and affirmed the conviction of a person selling 
liquor in the original package which he had brought 
from another state, contrary to the law of the state of 
Kansas. In the course of the opinion Mr. Chief Justice 
Fuller denies that such an act is a delegation of power 
to the state, saying, 


‘* Congress did not use terms of permission to the state to act, but 
simply removed an impediment to the enforcement of the state laws 
in respect to imported packages in their original condition, created 
by the absence of a specific utterance on its part. It imparted no 
power to the state not then possessed, but allowed imported property 
to fall at once upon arrival within the local jurisdiction.”’ 

Again he says: 

‘No reason is perceived why, if Congress chooses to provide that 
certain designated subjects of interstate commerce shall be governed 
by a rule which divests them of that character at an earlier period of 
time than would otherwise be the case, it is not within its competency 
to do so. 

‘* The differences of opinion which have existed in this tribunal in 
many leading cases upon this subject, have arisen, not from a denial 
of the power of Congress, when exercised, but upon the question 
whether the inaction of Congress was in itself equivalent to the affirm- 
ative interposition of a bar to the operation of an undisputed power 
possessed by the states. 

‘* We recall no decision giving color to the idea that when Congress 
acted its action would be less potent than when it kept silent. 

‘* The framers of the Constitution never intended that the legisla- 
tive power of the nation should find itself incapable of disposing of a 
subject matter specifically committed to its charge. The manner of 
that disposition brought into determination upon this record involves 
no ground for adjudging the act of Congress inoperative and void.”’ 
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Three Justices, namely, Harlan, Gray and Brewer 
did not, indeed, concur in all the reasoning of the 
opinion of the court, but they wrote no dissenting 
opinion. The decision was therefore a unanimous 
decision of the court. 

It is true that the act of Congress considered in this 
case was passed after the law of Kansas was adopted, but 
this fact is made no account of by the Supreme Court, 
which bases its decision upon general principles. It may, 
therefore, be said that there is ground for believing that 
Congress has the power in certain cases to adopt either 
existing or future state legislation as its own. 

But even if it is not believed that the decisions 
referred to go to the extent of recognizing the power of 
Congress to adopt future state legislation, the acceptance 
of such a principle is not necessary to the validity of the 
plan for Congressional action, which has been proposed. 
For what this plan involves is the preparation of a com- 
plete system of taxation by Congress, which shall take 
effect in a particular state on the adoption of it by such 
state. Such a power is clearly distinguished by the 
Supreme Court from the power of delegating functions 
of government. Thus, it has been decided in the case 
of Field vs. Clark (143 U.S. 649), which upheld the 
reciprocity provision of the Tariff act of 1890, that Con- 
gress might give to the President the power, in given 
conditions, the existence of which he was to determine, 
to strike articles from the free list, provided by the 
tariff, in which case certain rates of duty provided for as 
well in the act of Congress, were to be levied. The 
Supreme Court held that this was not a delegation of 
legislative power by Congress to the President and was 
perfectly constitutional. Such also has been the effect 
of the decisions in many of the state courts relative to 
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the constitutionality of various local option laws, adopted 
by many of the states, which make the going into effect 
of a law prohibiting the sale of liquor in a particular 
locality dependent upon the vote of the people of that 
locality. 

What difference is there then between providing for 
the going into effect under special conditions, to be de- 
termined by the President, and providing for the going 
into effect in a particular state of a law of Congress, in 
case the state legislature shall come to the determination 
that the going into effect of such a law is expedient. 
Of course such a law would be improper relative to 
foreign commerce, for the states are expressly forbidden 
to impose duties upon exports or imports. But in the 
case of interstate commerce, all the Constitution says 
is that Congress shall have power to regulate, and such 
action of Congress as has been proposed would not 
cease to be regulation by Congress because it was pro- 
vided that it should go into effect in any state only 
when such state should decide to put it into effect. 

In addition to the decisions mentioned, there are a 
number of other decisions which have upheld acts of 
Congress similar to the one proposed. Thus, soon after 
the establishment of the national banking system, it 
was provided by Congress that the shares of the national 
banks might be taxed by the states in the hands of 
shareholders, as personal property, subject to specific 
limitations. It was objected to this that it was an at- 
tempt on the part of Congress to delegate power to the 
states, but the Supreme Court held (Van Allen vs. As- 
sessors, 3 Wall. 573) that the act of Congress was not a 
delegation of legislative power to the states. The opin- 
ion upholds this legislation, it is true, on the theory on 
which pilot regulations by the states have been upheld. 
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The fact remains, however, that the Supreme Court, in 
the case mentioned, upheld an act of Congress which 
went into force in a state only as a result of action on 
the part of the state. (See also 7Zappan vs. Merchants 
Bank, 19 Wall. 490). 

Another similar instance of an act of Congress con- 
trolling the legislation of the states is to be found in 
the United States Revised Statutes, which, as interpreted 
by the Supreme Court, fixed the situs for purposes of 
state taxation of vessels registered with the United 
States. The Supreme Court has held that the situs of 
this class of property is the home port and that the 
states may not change it. (See Hays vs. Pacific Mail 
S..S. Co. 17 How. 596; Morgan vs. Parham, 16 Wall. 
471). 

It will thus be seen that an act of Congress which 
should provide a system of state taxation of interstate 
commerce to go into effect in any state in case of affirma- 
tive action on the part of such state would have con- 
siderable precedent in favor of its constitutionality. 

The only remaining question to be asked is, would 
Congress have the power to prevent the states from 
adopting some other system than the one provided ? 
This question is one of more difficulty. Unless the Su- 
preme Court abandons the unit of value rule, it is hardly 
conceivable that Congress could prevent the states from 
taxing these interstate commerce corporations according 
to that theory. But it is to be remembered that this 
rule was adopted by a divided court. In the Zxfress 
Company cases, in which the extreme position of the 
court was taken, four of the nine judges dissented on the 


ground that the tax imposed was really on interstate 
commerce. There is reason to expect, therefore, that 
6 
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the Supreme Court may modify, if not reverse, its deci- 
sion. If it does and adopts the rule that taxation by the 
state of property belonging to corporations engaged in 
interstate commerce is the taxation of interstate com- 
merce, where the value of such property for the purposes 
of taxation is reached from a consideration of the receipts 
obtained from its use as an instrument of interstate com- 
merce, the answer to the question which has been put 
will be much easier. Indeed, we already have a num- 
ber of decisions which indicate the probable attitude 
which the Supreme Court would take. In the Bank 
Tax cases, already cited, that body held an act of the 
state of New York imposing a tax on national bank 
shares invalid because it did not provide that such shares 
should be taxed at the same rate as other moneyed cap- 
ital, as required by the act of Congress authorizing the 
states to tax such shares. Besides this case, there are 
a number of cases preventing states from assessing such 
shares at a higher ratio of their true value than other 
personal property on the same roll (Pelton vs. Bank, 
ror U.S. 143), or from refusing to the individual holder 
of such shares the right to deduct his debts from the 
assessment on his shares, where this privilege was given 
to the holders of other personal property liable to taxa- 
tion (Boyer vs. Boyer, 113 U. S. 689.) 

Finally, ina very recent case (Owensboro National 
Bank vs. Owensboro, 173 U. S. 664), decided in 1898, 
the Supreme Court has held that the states may not tax 
national banks except in the way provided by Congress. 
Mr. Justice White says: 


‘* The tax then, as defined in the law, as interpreted by the Court of 
Appeals of Kentucky, and by this court in the opinions from which we 
have excerpted, is a tax nominally on the franchise of the corpora- 
tion, but in reality a tax on all the intangible property of the corpora- 
tion. The proposition then comes to this: Nothing but the shares of 
stock in the hands of shareholders of a national bank can be taxed, 
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except the real estate of the bank. The taxes which are here resisted 
are not taxes levied upon the shares of stock in the names of the 
shareholders, but are taxes levied on the franchise or intangible prop- 
erty of the corporation. Thus, bringing the two conclusions together, 
there would seem to be no escape in reason from the proposition that 
the taxing law of the State of Kentucky is beyond the authority con- 
ferred by the act of Congress, and is therefore void for repugnancy to 
such act.”’ 


Again he says: 

‘It follows then necessarily from these conclusions that the res- 
pective states would be wholly without power to levy any tax, either 
direct or indirect, upon the national banks, their property, assets or 
franchises, were it not for the permissive legislation of Congress. 
This section, then, of the Revised Statutes is the measure of the pow- 
er of a state to tax national banks, their property or their franchises. 

Any state tax, therefore, which is in excess of and not in 
conformity to these requirements is void.”’ 

It will be observed that in this case the Supreme 
Court abandons (there is no dissent from the judgment 
or opinion) the position taken in the Bank Tax cases, 
that the power to tax national banks is concurrent, but 
definitely puts itself on the ground that the states have 
no power to tax national banks in any way unless 
authorized by Congress, and that if they tax such in- 
stitutions they must tax them in the way, and only in 
the way so authorized. In another and earlier case 
(Mercantile National Bank vs. Mayor, 121 U. S. 138), 
decided in 1886, the Supreme Court gives its concep- 
tion of the reasons which actuated Congress in passing 


the act permitting the taxation of national banks. Mr- 


Justice Matthews says: 


‘* The key to the proper interpretation of the act of Congress is its 
policy and purpose. The object of the law was to establish a system 
of national banking institutions, in order to provide a uniform and 
secure currency for the people and to facilitate the operations of the 
Treasury of the United States. The capital of each of the banks in 
this system was to be furnished entirely by private individuals ; but, 
for the protection of the government and the people, it was required 
that this capital, so far as it was the security for its circulating notes, 
should be invested in the bonds of the United States. These bonds 
were not subjects of taxation ; and neither the banks themselves, nor 
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their capital, however invested, nor the shares of stock therein held 
by individuals, could be taxed by the states in which they were lo- 
cated without the consent of Congress, being exempted from the power 
of the states in this respect, because these banks were means and 
agencies established by Congress in execution of the powers of the 
government of the United States. It was deemed consistent, how- 
ever, with these national uses, and otherwise expedient, to grant to 
the states the authority to tax them within the limits of a rule pre- 
scribed by the law. In fixing those limits it became necessary to pro- 
hibit the states from imposing such a burden as would prevent the 
capital of individuals from freely seeking investment in institutions 
which it was the express object of the law to establish and promote. 
The business of banking, including all the operations which distin- 
guish it might be carried on under state laws, either by corporations 
or by private persons, and capital in the form of money might be in- 
vested and employed by individual citizens in many single and sep- 
arate operations forming substantial parts of the business of banking. 
A tax upon the money of individuals, invested in the form of stock 
in national banks, would diminish their value as an investment and 
drive the capital so invested from this employment, if at the same 
time similar investments and similar employments under the authority 
of state laws were exempt from an equal burden. The main purpose, 
therefore, of Congress, in fixing limits to state taxation on invest- 
ments in the shares of national banks, was to render it impossible for 
the state, in levying such a tax, to create and foster an unequal and 
unfriendly competition, by favoring institutions and investments of a 
similar character. The language of the act of Congress is to be read 
in the light of this policy.”’ 


What rules of law now are we to gather from this 
rather tedious collection of excerpts from the decisions, 
as to the power of Congress to authorize the states to 
levy taxes on interstate commerce according to some 
system which it itself provides ? 

We may say, ss¢, that the Constitution itself does not 
expressly forbid the states to tax interstate commerce 
but merely confides its regulation to Congress, 2d, 
recognizing that the power of Congress is exclusive and 
that the inaction of Congress is the expression of its 
will that there shall be no regulation, and therefore, no 
taxation of interstate commerce, we must admit at the 
same time that Congress may regulate it and thereby 
provide for its taxation -by formulating a system which 
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is to go into effect in case of affirmative action by the 
states, and 7rd, that if the Supreme Court reverses or 
seriously modifies the unit of value rule, which it has 
laid down, particularly in the Express Company cases, 
Congress may not only authorize the states in this way 
to tax interstate commerce, but also may prevent their 
imposing taxes on what is really interstate commerce in 
any other way than the one authorized. 

If this is the law, the way is really open for a com- 
paratively uniform method of state taxation of interstate 
commerce throughout the United States. It may per- 
haps be inexpedient for the states that such a plan be 
adopted. It may be that through the tax on the gross 
receipts of domestic corporations, where such receipts 
are derived only partially from interstate commerce and 
the tax on the property of all other corporations, assessed 
according to the unit of value rule, the states may be 
able to secure all the revenue they desired, and that 
such taxes satisfy the standards adopted by those expert 
in the economics of taxation. If that be the case, what 
has been said is naturally rather flat, stale and unprofita- 
ble. If, on the other hand, existing conditions are not 
satisfactory from the point of view of state revenue or 
from that of the commercial unity of the country or 
from the point of view of the economics of taxation, it 
behooves those interested in securing a scientific adjust- 
ment of these rather complex relations to bestir them- 
selves and secure from Congress an act which will 
secure the desired result. 

It has been the purpose of this paper, however imper- 
fectly fulfilled, to point the way in which this may be 
done and to state the reasons for the belief that this way 
is not contrary to the. provisions of the United States 


Constitution. 
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FREDERICK NEWTON JUDSON: In the discussion of 
this subject we should carefully distinguish between the 
taxation of interstate commerce and the taxation of the 
property employed in that commerce. This distinction 
is perhaps more important in the legal and constitu- 
tional, than in the economic and practical, sense; but 
it has been repeatedly declared by our Supreme Court 
as necessarily involved in the exercise of this sovereign | 





power of taxation under our dual form of government. 
Thus the states cannot tax interstate commerce as such, 
that is, they cannot tax the privilege of carrying on 
interstate commerce, they cannot exact licenses from 
interstate railroad or telegraph or telephone companies, 
nor from traveling salesmen, nor can they tax property 





actually in commercial transit. 

But the state’s right to tax all property, tangible and 
intangible, which is located within its jurisdiction is 
inherent in its sovereignty, and it is difficult to see how 
this right which is thus inherent in a sovereign state 
can be abridged or limited by Congress under our present 
constitutional limitations of federal authority. The so- 
called unit and mileage rules, discussed in the Express 
cases and elsewhere, are in a legal sense simply methods 
held admissable for determining the actual value of inter- 

1It has been impossible to secure the full text of Professor W. M. 
Daniels’ discussion of Professor Goodnow’s paper. He (1) contro- 
verted the proposition that state taxation of interstate commerce 
under the unit of value rule endangers interstate commerce; (2) 
denied that the withdrawal from the states of the revenue now ob- 
tained by that method of taxation would cripple them financially ; 


and (3) contended for a uniform federal tax on interstate commerce 
chiefly for purposes of regulation rather than for revenue. 
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state property located within the state’s jurisdiction. 
The enforcement of this right of the state to tax the 
property employed in interstate commerce in a practical 
sense may involve the taxation of interstate commerce. 
Thus the taxation of the property of a telegraph com- 
pany according to its mileage of poles in the state is 
practically a tax upon the company and a charge upon 
its revenues, as much as a license upon its right to con- 
duct an office for interstate business. But the distinc- 
tion exists in a legal sense, though it may not in a prac- 
tical sense. The states cannot tax the privilege, but 
they can tax the property employed in the exercise of 
the privilege. 

The authority of Congress as suggested in the inter- 
esting and thoughtful paper of Professor Goodnow would 
seem to be limited to the regulation of the taxation by 
the states of interstate commerce. Assuming, as sug- 
gested by Professor Goodnow, that Congress in regu- 
lating interstate commerce could lay down a rule for 
taxing that commerce by the states, would not its effect 
be to increase the taxing power of the states, because it 
would give them, under such a regulation, the power of 
taxing where now they cannot tax at all, while their 
power to tax property located in their jurisdiction, in- 
cluding that employed in interstate commerce, would 
remain the same as before? In other words, the change 
proposed, as it seems to me, would only be effectual in 
extending the taxing power of the states under this 
national authority to the privilege of taxing the privi- 
lege of carrying on interstate commerce, which is now 
denied to the states. Thus taking a concrete illustra- 
tion. The states now cannot exact licenses, as from a 
telegraph company, for the privilege of carrying on inter- 
state commerce. Congress might extend to them this 
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right under national regulation, but it could not control 
them in the right which they now have as sovereign 
states to tax the property of the telegraph company 
located within the state. 

I do not agree, as suggested in the paper that under 
the application of the state’s authority to tax the prop- 
erty employed in commerce under the unit and mileage 


rules for ascertaining the valuation of that property, 
that no federal authority can intervene to protect inter- 
state commerce. The federal authority can always be 
invoked to prevent the states from taxing interstate 
commerce under the guise of taxing property employed 
in the commerce. The line may oftentimes be difficult 
to draw, but it exists none the less. Furthermore, 
under the fourteenth amendment the states can only 
tax such property according to the valuation, and at the 
rate that other property of the same class in the state is 
taxed. This federal power to restrain the possible 
abuse in the exercise of the state’s sovereign power of 
taxation, guaranteeing the equal protection of the laws, 
is really the “ sleeping giant’ of the Constitution. 

As the practical effect of the proposed change would 
be the extension of the taxing power of the state over 
interstate commerce, and not in the regulation of any 
existing power, I doubt very much whether such an end 
is desirable. It would seem that the states now have all 
the taxing power in relation to interstate commerce 
which they ought to have in view of their power to tax 
the property, tangible and intangible, which is located 
in their jurisdiction employed in that commerce. Is it 
not better that interstate commerce, that is the privi- 
lege of carrying on such commerce, should remain free 
from state taxation, rather than that it should be taxed 
by states under the regulation of Congress, as any in- 
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creased power of state taxation would be an additional 


burden upon such commerce ? 

The scientific adjustment of the complex problems 
involved in the exercise of this sovereign power by dual 
sovereignities in the same territory is no doubt desirable, 
but I fear that it cannot be secured by the remedy pro- 
posed. The most serious practical difficulty, which the 


federal power cannot control, is in the duplicate tax- 
ation which grows out of the subjection of the same 
property to the taxing power of two jurisdictions, and 
this can only be remedied by interstate comity based 
upon a supporting public opinion. But this is a question 
of moral and political honesty, rather than of economics. 


Cart C. PLEHN: I hesitate to criticise Professor 
Goodnow’s paper for two reasons. The first is the 
respect which I entertain for his well tested knowledge 
of American constitutional law, which would lead me 
to fear pitting my opinion against his on a disputed 
point on that subject. I may be permitted to say, how- 
ever, that so far as my comparatively limited investiga- 
tion has gone, I am of the opinion that the view he has 
presented is correct. If Congress should prescribe the 
methods by which alone the states might tax corpora- 
tions engaged in interstate commerce, the Supreme 
Court would probably refuse sanction to any other 
method. Such a conclusion seems unavoidable from 
the past decisions with reference to the taxation of 
national banks. 

The second reason why I hesitate to criticise the 
paper is that it falls distinctly in the line of my hopes, 
and, I trust, in line with those of all who are sincerely 
working for the reform of our American system of state 
taxation. It offers a feasible solution of the vexed prob- 
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lems of uniformity in taxation, so far as corporations 
are concerned, whether the corporations be interstate or 
other. Economists have long defended the right of pre- 
scription as of the highest utility because of the certainty 
which it infuses into economic dealings. The most 
universally accepted, practically uncriticised, canon of 
taxation is that of certainty. If it be true that cer- 
tainty as to just treatment, is valuable to corporate 
wealth, as it is to public welfare, then any method 
which promises this treatment is to be hailed with joy. 
This assumes that Congress will be more likely to deal 
justly, broadly and liberally with corporations doing an 
interstate business than would the state legislatures. 
That this is the case, I think, needs no argument. 

In Professor Seligman’s testimony before the Indus- 
trial Commission, he suggested that Congress should 
authorize the federal government to collect the taxes 
from interstate corporations and apportion them among 
the states. This obviously encounters a multitude of 
constitutional and political difficulties. But Professor 
Goodnow’s paper suggests that all, and more, that Pro- 
fessor Seligman hoped to accomplish can be attained 
by a simpler method. All the states are seeking to 
remedy some of the most glaring faults of the general 
property tax, and most generally by supplementing it 
by corporation taxes. To suggest a method by which 
they may all be whipped into line and do the same 
thing and the just thing is a noble service and I con- 
gratulate Professor Goodnow on being so fortunate as 
to make that suggestion. 





TRUSTS 


HENRY C. ADAMS 


A trust may be defined as an industry which, on ac- 
count of its size or of its form of organization, exercises 
a dominating influence on the production or the sale of 
the goods in which it deals. This definition renders 
two important services. It draws a clear line between a 
great industry and a trust organization of a great indus- 
try, and it provides a test for determining what industries 
have attained the trust organization. 

Four lines of argument may be found in current dis- 
cussion designed to reconcile us with the existence of 
exclusive industries. The first is that trusts are the 
result of natural law and are a healthful industrial 
evolution; the second is that the economic law of 
competition persists, no matter what the form of indus- 
trial organization; the third is that trusts are produc- 
tive and should receive our approval for the same reason 
that we grant approval to a labor-saving machine ; and 
the fourth is that common law principles already pro- 
vide adequate remedy for any conceivable abuse of the 
liberty of contract. Let us give a moment’s considera- 
tion to each of these lines of argument. 


I. TRUSTS ARE THE RESULT OF NATURAL LAW 


The organization of competing corporations into a 
single all-embracing business enterprise is regarded by 
the first class of trust apologists as a normal step in in- 
dustrial evolution. Upon this point Professor Gunton 
expresses himself as follows: “One of the marked 
features of the economic development of the century is 
the radical change that has taken place in the character 
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of competing units. Under the primitive hand labor 
method the competing unit was the individual. With 
the development of factory methods the individual, as a 
competing unit, was superseded by partnerships, because 
they could more economically employ the new methods. 
With the growth of invention, partnerships were super- 
seded by corporations. With the growing complete- 
ness of machinery and magnitude of business, corpora- 
tions grew larger and larger, until the corporation is 
now the prevailing form in the most advanced coun- 
tries. . . . . In short, the progress during the 
nineteenth century has irrevocably established the 
group as the competing unit ; the union as the unit on 
the labor side, the corporation’ as the unit on the capi- 
tal side.” The trust is characterized by Professor Gun- 
ton as the successful experiment of many recent experi- 
ments in the evolution of the industrial unit. 

So far as history is concerned nothing can be said in 
criticism of the above statement, except that it tells but 
half a truth. It overlooks the essential point that with 
every step in the modification of the business unit it 
has been found necessary to prescribe new legal condi- 
tions for the direction and control of industry. Every 
close student of political economy knows that the doc- 
trine of competition, as foreshadowed by Locke, and 
Hume, and as expressed by Adam Smith, was formu- 
lated for a society which rested on tools, and that the 
introduction of the factory system necessitated a modi- 
fication in the statement of the laws of competition and 

'I am obliged to assume that by this phrase ‘‘the corporation”’ 
Professor Gunton means the trust corporation which results from the 
organization of previously competing corporations into the gigantic 
corporation. He cannot mean simply the corporation as a form of 


industrial organization, inasmuch as such an interpretation would 
limit his historical reference to the middle of the nineteenth century. 
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of the statutory conditions under which factories were 
permitted to operate. He is also familiar with the 
further fact that the appearance of the private corpora- 
tion about 1840, which by 1870 had become a pre- 
valent type of industrial organization, necessitated a 
second reorganization of the law of competition, and was 
the direct occasion of enactments designed to guard the 
public from threatened evils. The natural conclusion 
from this appeal to history, when the full story is told, 
is not that trusts are a sacred product of natural evolu- 
tion, superior to statutory control, but rather because 
they are a new form of industrial organization, that 
they should be met by a new expression of the law of 
competition and by a new statement of statutory rights 
and duties. He is a superficial thinker who sees in this 
appeal to history a reason why trusts should be permit- 
ted an uncontrolled development. In any comprehen- 


sive view of society the institution of the state, which 
rests on coercion, is as natural as the institution of com- 
merce which rests on voluntary association, and as such 
has an equal right in logic to claim whatever presump- 
tion lies in the theory of evolution or in the doctrine 


of natural law. 


II. IS TRUST COMPETITION EFFECTIVE COMPETITION ? 


We come now toa consideration of those publicists 
who assert that competition persists as a controlling 
force in industry notwithstanding the consolidation of 
competing companies into a single organization. “ Com- 
petition,” says one of our leading sociologists, “ disap- 
pears in one form only to reappear in another.” This 
is an eminently sane and just observation and one that 
no economist would care todeny. Itis incumbent upon 
us, therefore, to inquire what the new form of competi- 
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tion is by which this new manifestation of industrial 
power is to be controlled, and to ask if it is competent 
for the task of control. 

This class of ideas presents itself under two forms, 
namely, the claim that competition exists between com- 
modities offered for sale, and the claim (or possibly 
merely the implication) that we may safely rely upon 
the substitution of potential competition for active com- 
petition. 

The logic of that apology for trusts which rests upon 
the claim that competition of goods will persist notwith- 
standing the trust organization of industry, may be sug- 
gested by the following concrete illustration. If the 
manufacture of shoes be monopolized, and the monopo- 
list charge too high a price for shoes, while the manu- 
facturer of bonnets, with a keener insight into the 
psychology of the purchaser, places the price of bonnets 
on a relatively lower plane, the ladies of the country 
will choose to go barefoot and spend more in bonnets. 
This will curtail the sales of the shoe monopolist, and 
he will, as a result, reduce the price of shoes. Possibly 
Professor Giddings’ statement of the argument may be 
preferred. Hesays: ‘When one group of producers 
demands unusually high prices, all other groups of pro- 
ducers can very considerably increase their sales in 
virtue of that law of human nature according to which 
men can and do, to a great extent, substitute one group 
of conveniences and pleasures for another, postpone cer- 
tain enjoyments for the time, and distribute their ex- 


penditures at all times in such a way as to obtain the 


greatest satisfaction for a given outlay.” 
This expression of the competitive principle is uni- 
versally conceded, but before one accepts it as a satis- 
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factory apology for. trusts, there are two observations to 


which attention should be called. 

In the first place, it should be observed that the full 
limit of the influence of competition among monopolists 
for their respective shares of the people’s income, is to 
guard the consumer against flagrant abuse of monopo- 
listic power, and this, I submit, is a poor substitute for 
that phase of competition by which the public is guar- 
anteed that the price of goods will not exceed their cost. 
The restraining influence of the fact that if prices are 
too high sales will be curtailed, is a familiar line of 
reasoning, but Professor Giddings is the first writer, so 
far as I am aware, to imply that this phase of competi- 
tion would grant the same protection as would be 
granted by free competition between independent pro- 
ducers. The latter phase of competition is a guarantee 
that the market price will not permanently stand above 
the cost of the goods; the former is merely a guarantee 
that the market price of goods produced by monopolists 
will not be so high as to defeat profitable sale. 

My second observation is, should this phase of com- 
petition prove to be a real check upon the profits of 
centralized industries, the same considerations which 
lead to the consolidation of independent producers in 
the same line would lead to a consolidation of monopo- 
listic competitors in all lines. But this is so bizarre an 
idea that I will not claim your time for its discussion. 

What now shall we say of the suggestion that, active 
competition having been suppressed, the public may 
still place reliance upon potential competition as a 
guarantee of fair treatment on the part of monopolists ? 
This I understand to be the position held by Professor 
Clark. By the side of this consideration there should 
be placed also the suggestion of Professor Jenks that ex- 
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perience on the part of trust managers will induce them 
to become more and more conservative in the use they 
make of their monopolistic power. He, too, like Pro- 
fessor Clark, relies upon the claim that the abuse of 
power invites competition. 

I have no desire to deny that potential competition 
exists, nor that it is capable of exerting a certain degree 
of influence upon the manner in which a monopoly is 
administered. That, however, is not the question. The 
point at issue is whether the public is justified in placing 
sole reliance upon potential competition, active competi- 
tion having disappeared with the disappearance of the 
actively independent producer. 

I confess it seems to me that the statement of such a 
proposition carries with it its own refutation. The 
establishment of a new commercial enterprise is by no 
means an easy task. In the first place, considerable 
time must elapse between the beginning of an invest- 
ment and the completion of the plant, and the capital 
invested must either forfeit its earnings during this 
period, or more capital must be borrowed and charged 
to cost, with which to pay dividends on outstanding 
stock. In the second place, the investor must take into 
consideration the necessary loss incident to mistakes 
due to inexperience. A successful manager cannot be 
found every day and we may be sure that the best talent 
is in the service of industries already organized. In the 
third place, the building of a factory is not the building 
of a business, the most difficult part of establishing a 
new industry consists in securing an assured market. 
And finally, the power of the trust over the avenues of 
sale are so secure, that free capital and free labor will 
hesitate a long time before venturing to enter into active 
competition. All this means a very considerable margin 
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of excessive profit before latent competition can be 
brought into play. 

This class of facts is as well known to the manage- 
ment of the trust as to those who are seeking investment 
for free capital. Is it not evident, therefore, that the 
administrators of a trust will calculate upon this barrier 
against the inroad of competition and adjust prices 
accordingly? The interests of a trust are not placed in 
the hands of fools or of cowards, and, in view of the 
many difficulties incident to the establishment of new 
industries, are we not justified in saying that potential 
competition can not go farther than to obviate the most 
flagrant abuse of power. The American people have 
been taught that the fair price is the cost price. Fora 
century they have proceeded upon the assumption that 
active competition is necessary to guarantee this fair 
price, and, in view of the manifest inequalities in the 
strategic position occupied by a monopoly already estab- 
lished, and by a competing concern to be established, it 
is doubtful if any amount of argument can induce them 
to rest satisfied with potential competition. 


III. ARE TRUSTS PRODUCTIVE ? 


There is another class of writers who rest their apology 
for trusts upon the claim that organization is a produc- 
tive principle and that trusts, which represent the appli- 
cation of this principle to manufactures, are bona fide 
producers. This means that the consolidation of com- 
peting industries is a step in industrial betterment the 
same in kind, and to be followed by the same advantages, 
as the substitution of machinery for tools, or the intro- 
duction of any method or process by which, for a given 
amount of labor, a relatively larger amount of wealth 


7 
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may be produced. We can not accept the fact that 
men have found it advantageous to consolidate com- 
peting industries as proof that such consolidations are 
productive, for such a conclusion overlooks the distinc- 
. tion between product and profit. It is conceivable 
that a highly centralized industry may increase profit 
to the corporation while contributing nothing to the 
product of the nation; and it may be that a desire to 
obtain the former rather than to promote the latter lies 
back of trust organization. It is consequently, perti- 
nent to inquire whether or not the trust is truly pro- 
ductive. 

There is nothing mysterious about the process of pro- 
duction. It consists in the application of labor to the 
making of useful goods or the rendering of useful ser- 
vice. It includes agriculture, the object of which is 
to secure possession of raw material ; it includes manu- 
facture, which consists in fashioning material to meet 
the needs of consumption ; it includes commerce, which 
consists in the transportation of material and product to 
the consumer. Modern refinements of economic theory 
respecting value have not seriously modified this funda- 
mental structural description of what constitutes indus- 
try. If, now, it be true that the amalgamation of inde- 
pendent competitors constitutes a productive process, 
that productivity must show itself in one of the three 
lines of activity described. Under no other assumption 
is it reasonable to say that the trust organization is pro- 
ductive in the sense that the invention of a labor saving 
machine is productive. 

So far as that phase of commerce which has to do 
with transportation is concerned, it is admitted that the 
size of plant and density of traffic are a rough measure 
of productive ability. Can the same be said of the pro- 
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cess of manufacture? Is it like railways, subject to the 
law of increasing returns? Consider what is implied in 
such a concession. If this be true there is no assigna- 
ble limit to the profitable size of a manufacturing plant. 
If this be true, the principle of monopoly inheres in the 
manufacturing industry. If this be true there is the 
same reason why government should interfere in the 
manufacturing industry as there is why government 
should undertake the control of railways. While admit- 
ting that these considerations open up a field of economic 
theory as yet but partially explored, I confess I am 
unable to grant such conclusions. To me, it seems 
clear that the process of manufacture is subject to the 
law of constant returns and that, on this account, the 
thought of monopoly is foreign to its nature. Both 
analysis and experience make evident the fact that 
beyond a certain point, increase in the size of a manu- 
facturing plant does not contribute to economy. The 
growth of the typical industry during the past century 
and a half should cast no doubt upon this conclusion, 
for this growth, so far as it inheres in the nature of the 
manufacturing processes, is primarily the result of new 
inventions and of new applications of the principle of 
division of labor. If, now, the only normal motive for 
increasing the size of manufacturing industries be to 
make room for a new invention, it is evident that, at any 
particular time in the development of commercial arts, 
there is for every branch of manufacture a size which 
enables the full realization of the principle of division 
of labor. This may be termed the size of maximum 
productivity, and provided a manufacturer has sufficient 
capital to enable him to own a plant of this maximum 
size, he can easily hold his own in the world of compe- 
tition. Indeed, an increase in size beyond this point, 
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unless it be a complete duplication of the plant, will 
result in a decrease of efficiency, for it introduces confu- 
sion into what before was a perfected application of the 
principle of division of labor. 

The converse of this is also true. If a manufacturer 
fails to increase his capital to the size required for the 
most effective use of machinery, he will be forced to 
the wall, a fact which suggests the observation that, 
not only are trusts in themselves unproductive, but they 
will, if they gain control of the industrial field, tend to 
check development in the technique of industry. It 
does not lie within the purely commercial motive to 
force a monopolist to adopt the latest and most effective 
mechanical devices. On the contrary, the monopolist 
waits upon the wear of old machinery before adopting 
improved methods. If you ask what is the funda- 
mental explanation of the tendency towards the con- 
solidation of manufacturing plants, I reply, it is the 
desire on the part of the proprietors of inferior plants 
to shield their capital from the competition of more 
perfect methods of production. The man with a poor 
plant sets the ball rolling by offering goods at cut-throat 
prices, for he has little to lose and much, possibly, to 
gain; the man with the best plant, seeing the advant- 
age due him from his enterprise threatened by this 
predatory competition, tries first to club his free booter 
rival into submission, and if he fails in this, takes him 
into partnership. This is the way in which trusts 
grow. ‘The initial motive is to secure an income 
from poor capital. The final result of organizing 
industry in response to this motive will be to check 
enterprise. Just at present, while the process of con- 
solidation is going on, and while the vision of a world’s 
market is before the American manufacturer, it may be 
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that trusts tend to render general the best methods 
of production; but the end is not yet. Monopoly 
is now what it always has been. The only means of 
perpetuating itself is by stifling energy and limiting 
progress. In response then, to the inquiry respecting the 
productivity of trusts, there seems but one answer. Con- 
fining the question to the process of manufacturing, not 
only does the amalgamation of independent producers 
into a single industrial organization contribute nothing 
to the cheapness of the process of manufacture, but 
allowed its normal development it will, to speak mildly, 
tend to dampen the ardor for improvement, and thus 
bring us to the beginning of the end of the “ industrial 
revolution.” 

It may be urged that I overlook the savings incident 
to great organizations. No, I do not overlook the pos- 
sibility of savings. Savings incident to great indus- 
tries are of two kinds: first, the production of by- 
products in sufficient quantities to make their collection 
and preparation for the market profitable, and second, 
the avoidance of unnecessary expense in the adminis- 
tration of the business and in the sale of the product. 

So far as by-products are concerned, provision has 
already been made for them in the statement that the 
normal size of a productive industry tends to increase 
with every improved appliance or perfected process. 
The discovery of a new by-product may necessitate an 
increase in the size of the plant, but the increase thus 
necessitated, is limited to the size required for collect- 
ing these products in profitable amounts. In order, 
therefore, to introduce the saving of by-products into 
an argument for the support of an organization of the 
country’s industries in which each product is repre- 
sented by a single producer, it would be necessary to 
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show that nothing less than 75,000,000 of consumers 
would furnish a market sufficiently extended to warrant 
an industry of the size required by maximum efficiency. 
Such an assumption is absurd, and doubly absurd when 
to the home market of 75,000,000 of consumers we add 
the world’s market. Large industries may be necessary 
to enable the savings of by-products, but not a trust of 
large industries. 

With regard to savings in administration through 
consolidation, I confess I am somewhat skeptical. It is 
true that the number of presidents may be decreased, 
but what shall we say of the salaries of those that 
remain? It is true that expenditure for advertising may 
be reduced and the payroll of travelling salesmen cur- 
tailed; but we are entirely ir the dark as to the extent 
of this saving. In the absence of information we are 
obliged to go back to analysis and to rely on funda- 
mental principles. If the manufacturing industry can 
be organized like an army, if the decision of the manage- 
ment in one case may be generalized into a universal 
order, if, in short, the process of making and selling 
goods is a process em gross, like transportation, and not 
a process that commands at every step the personal 
attention of trained intelligence, then we might talk of 
savings in administration incident to consolidation. But 
such is not the character of the manufacturing industry. 
The nature of the manufacturing process does not per- 
mit of such savings at least to the extent that it becomes 
a controlling consideration in the organization of the 
business. Moreover, these arguments do not fit well 
together. Laborers, we are told, are to get more for 
their work, investors are to get more on their capital, 
and, so far as we can learn, the salary list of officers is 
not greatly decreased. Where, then, in view of the fact 
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that the inevitable tendency of monopoly is to stifle 
invention, is there any saving that the public is able to 
see. There remains only advertising and travelling 
men, a mere bagatelle, if exception be made for patent 
medicines, as compared with the average of expenditures 
incident to great enterprises; and I submit that the 
abandonment of active competition which is the only 
guarantee the public has for continued development in 
the technique of industry and for fair treatment upon 
the market, is a high price to pay for the destruction of 
ten cent magazines and the suppression of the travelling 
fraternity. 

If trusts are not productive, are they profitable? Yes, 
trusts are profitable. They are profitable to their pro- 
motors and to those who by means of them are able to 
convert the common stock of a sinking concern into the 
preferred stock of a consolidation, provided the consolid- 
ation enjoys a monopoly of the market. The promotor 
makes money by over capitalization. For him the 
organization of a trust is merely a new phase of the old 
stunt of crystallizing a temporary advantage into a 
vested interest and then selling it out to innocent 
holders. But I cannot follow farther this line of 
analysis. 


POSSIBLE SOLUTIONS 


This paper would be incomplete as an introduction 
to general discussion should it contain no reference to 
the solution of the trust problem. As indicating the 
general point of view, it may be remarked that it is a 
mistake in strategy, if not, indeed, in logic, to treat the 
trust as though it were an industrial institution like the 
corporation or the trades-union. The trust is rather a 
phase of corporate activity called into prominence by a 
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combination of causes. It is, therefore, possible to 
destroy what we call the trust without impairing the 
efficiency of capital or the productivity of labor. A sat- 
isfactory programme of reform must touch the underly- 
ing causes of this present phase of industrial consolida- 
tion. I cannot, of course, speak of all these causes, but 
venture to mention three, each of which should have a 
place in any programme for the correction of prevalent 
abuses. 

First. A survey of the past hundred years of industrial 
change makes evident the fact that industry on its 
mechanical side has developed more rapidly than on the 
side of management and administration, and in any final 
explanation of congested competition, a phrase which 
appears to me to suggest a fairly accurate diagnosis of 
the industrial ills of our time, the scarcity of business 
talent holds an important place. I do not regard this as 
a fundamental explanation of trusts, but as a contribu- 
tary condition of deep significance. In so far as the 
centralization of industrial power is traceable to failure 
in the supply of business ability, no permanent relief 
from the evils of trusts may be expected until the highest 
grade of business intelligence becomes the common pos- 
session of the business world. The trust may be regarded 
as a corner in business insight, business talent and busi- 
ness courage. Many agencies must codperate to break 
this corner, but among these agencies none should be 
assigned a more important’ réle than the universities 
and colleges of our land. When high grade commercial 
education comes to be acknowledged as a legitimate and 
dignified phase of university instruction, and made 
attractive for young men ambitious for business success, 
the first step will have been taken toward the restora- 
tion of those conditions in which healthful competition 
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can again control industry. From the point of view of 
our universities the solution of the trust problem means 
the development of courses in higher commercial educa- 
tion. 

Second. A study of the market since the introduc- 
tion of steam transportation makes clear the fact that 
the temporary collapse of the competitive principle 
pertains to the transportation and sale rather than to 
the manufacture of goods. How far the recognition of 
this fact might lead the government in the regulation 
of the market, no one can say; but one point is clear. 
That which gives character to the modern market is 
the rule according to which payment is made for the 
service of transportation. ‘This means that the railway 
problem lies at the bottom of the trust problem. In 
making this statement, however, I am unwilling to con- 
cede that the solution of the railway problem is limited 
to the guarantee of equal facilities to all shippers 
at the same price. The heart of the problem lies 
deeper. If the mischievous features of trusts are to be 
dissipated through the agency of railway reform, 
that reform cannot be arrested until the principles 
of public utility, rather than cost of service, becomes 
the ruling consideration in the formation of freight 
and passenger schedules. Before an audience of econ- 
omists it is mot mecessary to develop such a sug- 
gestion, but I may, perhaps, indicate the extent to 
which my mind has been forced along this line of 
reasoning by the remark, that the railway problem will 
not have been solved until the manufacture and the 
sale of goods is again brought under the control of 
normal and healthful competition. Should this require 
the nationalization of railway property I find myself 
constrained to admit that the dangers incident to such 








106 American Economic Association [350 


a policy are of relatively less significance than the 
dangers with which our industrial organization is 
threatened by the perpetuation and further develop- 
ment of manufacturing and commercial monopolies. 
From the point of view of government then, the 
solution of the trust problem demands before all else, 
an efficient governmental control of the business of 
transportation, to the end that all manufacturers may 
be treated alike in the markets of the nation. The 
truth is that the monopolistic features of trusts pertain 
to the buying of material and to the selling of goods. 
It is market conditions and not manufacturing condi- 
tions that should claim the attention of the reformer. 
Third. Neither the paucity of business talent nor 
the mal-adjustment of railway schedules is adequate 
to fully explain the tendency toward monopoly among 
manufacturers. Mention must be made of a third cause 
equally potent and infinitely more difficult of adjust- 
ment. I refer to labor organizations. The question as 
to whether trades-unions can or cannot raise wages is a 
familiar one to economists, but one feature involved in 
this controversy seems to have been overlooked. He 
who follows the logical development of the concession 
made by John Stuart Mill,—namely : that organization 
among workmen can increase the price of the commodity 
which they sell,—will be brought, sooner or later, to 
the conviction that every step in the rise of wages, 
traceable to the demand of workmen for higher pay, 
results in the disappearance of those employers who, 
under the old rate of pay were just able to maintain a 
profitable existence. Expressed in a sentence, this 
means that every successful strike sets in motion those 
forces which result in the concentration of industry. 
Trades-unions may raise wages, but they do so at the 
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expense of the small employer. If this be true, it is 
evident that the solution of the trust problem, or per- 
haps it would be better to say the readjustment of in- 
] dustrial forces and conditions by which the principle of 
commercial competition will be placed again in the seat 
is of control, can not be attained without a final determina- 
tion of the relative rights and duties of employers and 
employes, and the evolution of an organization, partly 
political, partly industrial, by which these rights and 
duties may be expressed, and through which they may 
be realized. 

From the point of view of the economist therefore 
| the solution of the trust problem means a more perfect 
analysis of industrial conditions and a, more perfect 
understanding of the moral rights and obligations of 
labor. Of one fact we may rest assured. If the in- 
dustrial analysis be clear, and the moral rights be plain, 
those who make our laws and administer our courts will 
not be backward in giving to these rights an efficient 
expression. 














TRUSTS—DISCUSSION 


BALTHASER H. MEYER: In 1886, the writer of the 
paper under discussion contributed an article to the 
economic discussions published in Sczence, in which 
he, Professor Ely and others participated, which out- 
lined the essential features of the philosophy under- 
lying the present paper on Trusts. In that article 
Professor Adams treated of three co-ordinate funda- 
mental factors; namely, the nature of men, physical 
forces, and the legal structure of society. It was there 
stated that the legal structure of society had not kept 
pace with economic development, and that in this lack 
of adjustment lay our economic problems. Later, as 
president of the Economic Association, Professor Adams 
repeated this thesis, in substance at least ; and to-day we 
find it re-stated in this paper on Trusts. We may 
assume therefore that this thesis expresses one of Pro- 
fessor Adams’ fundamental principles of economic phil- 
osophy. With this philosophy, as I understand it, I am 
in hearty accord. Trusts are spoken of not as a sacred 
product of natural evolution, but as a new form of indus- 
trial organization which should be met by a new expres- 
sion of the law of competition and by a new statement of 
statutory rights and duties. I desire to direct my re- 
marks almost exclusively to this sentence in Professor 


Adams’ paper. 

Twenty-five and fifty years ago it was customary to 
charter corporations for specific purposes. Statutes 
frequently prohibited corporations from entering 
upon other lines of activity than those for which 
they were specifically organized. Thus, laws prohibited 
banking companies from doing an insurance business, 
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railway companies from doing a banking business, etc. 
An analysis of the great trust charters of to-day shows 
that these corporations have received omnibus powers, 
varying in number from a half dozen to several dozen 
distinct enumerations, embracing a great series of 
operations and processes from the raw material to the 
finished product, and generally ending with the blanket 
provision that the enumeration of powers contained in 
the charter shall not restrict the corporation to the 
same. In a word, the charters of many of the great 
trusts might as well be condensed into the simple state- 
ment that the persons named therein are authorized to 
do any and all things which it is possible to do legally. 
Such charters may be necessary, and beneficial even, 
but there is nothing iu our legal structure which is 
capable of meeting the emergencies which may arise 
under such charters. I hold in my hand one of the 
latest of this type of charters. One of the objects for 
which this corporation is organized is expressed ina 
long succession of legal phrases the sum and substance 
of which is that the company may engage in anything 
and everything under the sun, it may acquire, hold, sell 
all kinds of property and issue valuable paper in pay- 
ment thereof. It is expressly provided that members of 
the board of directors may make contracts with the cor- 
poration, within certain nominal limitations, which in 
substance are exactly like the contracts entered into by 
certain men connected with the United States post office 
and for the investigation of which the grand jury is now 
in session. Another section provides that the board of 
directors shall determine whether and to what extent 
and at what times and places and under what conditions 
and regulations the accounts and books of the company 
shall be open to the inspection of stockholders. A pro- 
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vision of this kind appears to be prudent and necessary 
in order to prevent the abuse of the privilege of inspect- 
ing books. It is conceivable that a person may acquire 
a little stock in a great corporation with the view of 
gaining access to books from which he may, perhaps, 
garble certain facts which can be used to the injury 
of a sound business, and for purposes of blackmail. 
However, there exist no adequate provisions in this 
charter, nor in the general corporation laws of the state 
in which it was granted, which insure to stockholders 
their legitimate rights in gaining information concerning 
the business in which they have invested their money, if 
a recalcitrant and hostile board of directors chooses to be 
arbitrary or unjust. [Professor Meyer read extracts 
from the charter illustrating these various points. ] 

Another illustration of the manner in which our in- 
dustrial organization has run ahead of the legal struc- 
ture is found in what may be called transverse business 
of affiliation, or, in the railway world, community of 
interest. Community of interest more properly desig- 
nates an affiliation on the part of a single series of busi- 
ness enterprises, like railways, the manufacture and sale 
of steel, oil, etc., each of which is naturally and logically 
connected in a consequential manner with every other 
member of the series. In ordinary manufacturing enter- 
prises this form of association follows the lines of pro- 
duction from the raw material to the finished product 
and its consumption. The other or transverse type of 
association follows the points of contact among a num- 
ber of enterprises in their business sequences. 

The mining company for instance, has necessary and 
close relations with manufacturers of machinery, with 
railways, banks, etc. This type of association, although 
as old as the other is of relatively recent growth ona 
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large scale, and at present it appears to be the pre- 
dominating principle in the industrial world, as the fol- 
lowing table will demonstrate. 


A table illustrating transverse business affiliations, based upon the 
‘Directory of directors for New York,’’ 1902. The classification of 
business enterprises adopted in the table makes a somewhat arbi- 
trary assignment of certain companies unavoidable. The table does 
not take cognizance of stockholdings as such. It merely repre- 
sents the number and kind of companies in which which certain 
men act as directors or officials. 
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The names in this list have been selected quite at random and the 
table could be extended through hundreds of names. A legal 
structure of society which was framed for a business world, simple in 
its organization, can obviously not suffice for an extremely complex 
system like that revealed in this table. 

Professor Adams’ reference to railways is so broad 
that the whole subject of transportation could be dis- 
cussed under it. I shall confine myself to the statement 


of a few facts the contemplation of which urges upon 
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us the necessity of a new statement of the law of com- 
petition in its application to the railway business. 
Every member of this association knows how fifty 
years ago the railway net of the United States was com- 
posed of small independent lines, frequently in competi- 
tion with one another. As the systems grew agree- 
ments of various kinds were resorted to, beginning with 
rate agreements, continuing through pools, 1870 to 
1887, transformed into traffic associations, 1887 to 1897 
and 1898, and culminating in the community of interest 
principle, of which the Northern Securities Company is 
the most conspicuous example. The Northern Securi- 
ties Company is the logical culmination of fifty years of 
railway development in the United States. Running 
chronologically parallel with this development we have 
fifty years of railway legislation based upon the funda- 
mental but erroneous assumption that the railway busi- 
ness is like ordinary business and that competition 
aiong railways is like competition in private business. 
Laws which assume free and unrestricted competition 
among railways must fail because such competition does 
not, generally speaking, exist. Competition for traffic, 
in which the public has little or no interest, may pre- 
vail, but competition for the rate as a regulative prin- 
ciple has failed the world over. Anti-pooling laws and 
anti-trust laws have promoted that very type of railway 
organization which it was intended they should prevent. 
A body of railway administrative inventors has been in 
constant rivalry with a set of legislative inventors, and 
in this rivalry the railway set has always kept a little in 
advance of the legislative set. Legislation cannot over- 
come the inherent tendencies of the railway business. 
We may compel men, by law, to hang tomahawks on 
the walls of their houses, but no law can compel men to 
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use these weapons upon each others’ skulls, especially 
when they are neighbors who must transact business 
with one another. Railway legislation has too often 
assumed that the cracking of skulls brings advantages 
to the public. I believe in granting to railways such 
powers as the nature of the business demands and re- 
modeling our laws accordingly. I am unwilling to be- 
lieve that the possession of large power will in itself 
lead to abusive use of such power, provided the state 
entrusts adequate discretionary powers to administrative 
authorities that can wield a strong hand over the law- 
breaker. 


JAMES EpwarRD LE ROSSIGNOL: The discussion of 
this paper, as Dr. Adams intimates, has suffered from 
much exaggeration, especially in regard to the economies 
incident to large industries, monopolistic or otherwise. 

The condition of the independent producer is seldom 
altogether hopeless. His persistence in the face of ex- 
treme competition, is little short of remarkable. Even 
discrimination in railway rates does not always cause 
him to perish, and one is forced to the conclusion that 
the power of free competition is not so destructive as 
one has been led to believe. 

The catchword “survival of the fittest” has been 
used as an argument to show that in every field the 
successive elimination of marginal producers must go 
on until one fit survivor alone is left. But if the de- 
velopment of industry is at all similar to the evolution 
of animals and plants, no such conclusion can be drawn. 
At times it seems as though the seed of a single plant 
would fill the earth, as though carnivorous beasts, birds 
and fishes would speedily exterminate all the rest, but, 
for one reason and another, land, air and sea are peopled 
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with innumerable forms of life, which continue to exist 
and to flourish in spite of, or with the help of the most 
adverse circumstances. 

It may be that there is a similar law of balance in 
the industrial world. It may be that a perpetual struggle 
can go on without the elimination of other than the 
weaker competitors. If so, the trust is, as Professor 
Adams says, an ephemeral symptom of disorganized 
industry, created, it would seem, rather for the sake of 
the marginal producer than for the good of the strong 
competitor or the welfare of society at large. Indeed, 
the marginal producers, great and small, have received 
too much consideration, both in the sphere of economic 
thought and in that of political and industrial activity. 

But what consolation is there in the thought that the 
trust, or monopolistic consolidation, is to pass away, 
if we are to have with us still the combination, pool, 
syndicate, community of interests or gentlemen’s agree- 
ment with its familiar methods of dividing and 
limiting output, fighting outsiders and controlling 
prices? The consolation, though slight, is not to be 
altogether despised. In form, the combination is a 
mean between the extreme of monopoly and the extreme 
of destructive competition, and since, in the language 
of Aristotle, all virtue is in the mean between excess 
and defect, the combination, in form, at least must be a 


good thing. 

Unfortunately, as a matter of fact, it inclines toward 
the vicious extreme of monopoly, and the stability 
which it gives to business is not sufficient to justify an 
undue departure from the golden mean. But if the 
tendency toward the extreme of monopoly could be 
sufficiently corrected, there could be little objection to 
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combination as such, on the part of the capitalist, the 
laborer, or the consuming public. 

That such correctives exist, and that they operate to 
prevent the worst evils of monopolistic control, no one 
can reasonably deny. There is pressure from out- 
siders, competition actual, potential and imminent. 
There is pressure from insiders, whose expanding busi- 
ness demands reapportionment of output and readjust- 
ment of prices. There are the demands of organized 
labor, ever ready to claim a share of increasing profits. 
There is pressure from buyers, many of whom are 
members of strong combinations, while the final con- 
sumers, though not yet organized for their own pro- 
tection, exert a considerable influence in the creation of 
public opinion, which the wise producer can by no 
means afford to ignore. 

When we consider these and other natural remedies, 
and assume the enlightened producer to act with due 
consideration for them all, we are inclined to wonder 
whether the activity of combinations involves anything 
more than a reasonable antidote to unreasonable com- 
petition. 

But the fact that combinations do at times exact 
monopoly prices and secure monopoly profits cannot 
thus be explained away. The influence of the ordinary 
correctives is not sufficient to prevent a considerable 
amount of extortion, and if relief is to come to the 
consumer from any quarter it must be from the state, 
which can, in a perfectly natural way, increase its 
activity as a factor in industrial evolution. 

That the state will do this must be evident to anyone 
who considers the influence of economic conditions 
upon the development of law. In the arid west the 
requirements of irrigation have in a few years pro- 
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foundly modified the common law doctrines respecting 
the control of streams and the use of water. The 
doctrine of riparian rights, reasonable enough in Eng- 
land and the humid parts of the United States, has 
been found unreasonable in Colorado and other arid 
states, where the maximum of social utility is obtained 
by diverting water from streams in order to put it upon 
the land. 

Many similar illustrations might be given to show 
that, although economic development may be so rapid 
as to go in advance of law, so that many unreasonable 
things are done and many offences committed for which 
there is no remedy, in a comparatively short time the 
law overtakes the line of progress and harmony between 
law and equity is again restored. 

The problem, then, is not the trust problem alone, 
nor the railway problem, nor even the labor prob- 
lem in the narrower sense of that word. It is rather 
the single yet multiform problem concerning the dis- 
tribution of wealth. In its present form the problem 
is presented for solution, not by economists and philoso- 
phers, but by the representatives of various economic 
interests—combinations of manufacturers, wholesalers, 
retailers, laborers, railroads, insurance companies, 
bankers—all conscious of the evils connected with un- 
regulated competition and all presenting remedies which 
they think adapted to their own special troubles. 

The controversy appears to centre around the words 
fair and reasonable as applied to prices, profits, wages, 
rates, methods of business, and the interpretations given 
to these words are as various as the interests concerned. 
It is not an economic problem that is involved, except 
in so far as it originates in the economic facts of human 
life. Nor is ita problem that can be solved out of 
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hand at a single session of a meeting like this, nor by 
any economist in the seclusion of his study, though he 
should rack-his brain fora thousand years. It is primar- 
ily an ethical and political problem to be gradually 
worked out by struggle and compromise between the 
various interests involved. 


EDWARD W. BeEmIs: I have such an admiration per- 
sonally for my old instructor, the author of this ex- 
cellent paper, that any criticisms that may be advanced 
will be offered in the most friendly spirit. It is, how- 
ever, as I understand it, the object of such a discussion 
as this, to supplement, or point out in a paper, any 
weaknesses, if such may be found, rather than to point 
out its strong points. 

The opening portion of the paper, showing that even 
if trusts are a natural evolution they need legislation 
adapted to them, as much as did the factory system and 
the corporation, and showing further that trust compe- 
tition or potential competition is not all that is needed, 
and that trusts should not be considered as necessarily 
productive because successful, and that we do not have 
adequate remedies now, in common law, for the trust 
problem—all this, which constitutes the bulk in space 
of the paper, is admirable. My criticism will be con- 
fined to the definition of the trust, and to the three 
reforms or advance steps suggested in the paper. 

Professor Adams defines a trust as “an industry 
which on account of its size or its form of organization, 
exercises a dominating influence on the production or 
sale of the goods in which it deals.” My criticism re- 
lates to whether it is necessary to include the clause 
“on account of its size or its form of organization.” It 
is doubtless true that the trust must have large size 
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relatively to other business organizations in the same 
line of industry in order to dominate them, but the 
question is whether it is the size which gives the 
domination, or whether we are to look for the causes of 
the size. There may be disagreement with regard to 
those causes in the present state of discussion. It may 
be well, therefore, to omit from the definition any state- 
ment implying a theory of the causes of the power of 
the trusts, but if any causes are given, it seems as if 
they should be more fundamental than the question of 
size or organization. 

How would it then do to define the trust merely as 
“an industry which exercises a dominating influence on 
the production or the sale of the goods in which it 
deals?” Ido not think that Professor Adams believes, 
as some do, that mere size or form of organization neces- 
sarily gives a dominating influence, unless there is 
associated with these factors other elements such as 
special privileges to be referred to later on. Unless 
then, the definition can include a reference to all the 
important factors of a problem, it is better to omit any 
reference to causes and secure the merit of brevity. 

Professor Adams is of course right in saying that any 
satisfactory programme of reform must touch the under- 
lying causes of industrial consolidation. He mentions 
three such. It is interesting to note that he altogether 
omits, and rightly so, any endorsement or other refer- 
ence to the prevailing fad of publicity. Of course this 
cannot be because he is opposed to publicity. No one 
can object to all the light on any phase of the trust 
problem which the advocates of publicity are likely to 
secure,—but it is refreshing that this is not put forward 
as a fundamental remedy or line of advance. Publicity, 
so far as it can be made effective, will be chiefly instru- 
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mental in showing which of the so-called trusts are real 
trusts, and to what extent they are sound investments. 
If the trust problem consists in the protection of in- 
vestors from putting their money into enterprises which 
could not fill their expectations in the line of profit, 
then publicity would be more important than it is. It 
would of course show that the Standard Oil stock is a 
safer investment than some others. It would be as 
ridiculous to suppose that we were solving the trust 
problem by helping investors to find out which trusts 
are the strongest, as it would be to attempt to solve the 
problem of municipal monopolies by putting forward as 
our chief thought the determination of what gas or 
street railway stocks it is safer for one to purchase, or 
whose prospectus is worthy of the most confidence. Yet 
this is about all that most of the present national ad- 
ministration and many others, even some economists, 
seem to have in mind when they talk about separating 
the good trusts from the bad ones. Publicity for in- 
vestors is well enough, but what we are chiefly seeking 
is protection for the consuming public and for com- 
petitors and employees. The kind of publicity that 
will bring that about is not the kind that is primarily 
in the minds of most advocates of the term. We will 
now take up the three suggestions of Professor Adams. 

His first suggestion, with respect to the need of in- 
creasing the amount of business talent in the com- 
munity, he himself concedes is not a fundamental mat- 
ter, and to my own mind it does not seem even as im- 
portant as to him, so far as it relates directly to the 
problem of the trusts, although its general importance 
and the value of commercial education as a branch of 
university instruction, and as one means of increasing 
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business talent, none of us who have ever been teachers 
would be inclined to deny. 

Passing for a moment his second suggestion, we may 
note that his third and last is the need of “a final de- 
termination of the relative rights and duties of em- 
ployers and employees.” He appears to hold that there 
is something in the modern trade union movement 
which is a fundamental cause of the trust and must be 
changed. I do not understand what was in the author’s 
mind, from his very brief references, sufficiently to 
reply toit. There is certainly much in the modern labor 
movement which can be criticised, although on the 
whole it appears a necessary weapon of labor and a bene- 
fit to society. It may be also true that organization of 
labor tends to promote combination of capital, just as 
the reverse is also true, but how the trust, in the sense 
of a giant corporation, independent to an alarming ex- 
tent of either actual or potential competition, can be 
considered as a general thing to be an outgrowth of 
labor organization or of the modern labor movement, it 
is hard for me to understand. 

The second suggestion, that of railroad reform, goes 
to the root of a great portion of the trust question. 
Until we can abolish all favoritism to large shippers, 
we cannot hope to make much progress with the trust 
question. If the advocates of publicity would say 
about half as much on that subject as they do, and one 
hundred times as much on the abolition of all railroad 
discriminations, we might hope in time to get some- 
where with the problem before us. Despite some im- 
provements, which the Elkins law has effected, the 
Interstate Commerce Commission in the synopsis of its 
seventh annual report transmitted to Congress Decem- 
ber 18th, is obliged to state that even where tariff rates 
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are observed, it is possible to so adjust these published 
rates as to be equivalent to the payment of a rebate. 

The new law “ greatly aids the observance of tariff 
charges, but affords no remedy for those who are injured 
by such charges, either when they are excessive or 
when they are inequitably adjusted.” It is a well 
known fact that one reason for the payment of the 
enormous amount of money in bonds to a certain 
‘“ philanthropist” for his interest in enormous iron and 
steel plants, was because of his threat to parallel the 
main line of the Pennsylvania Railroad if he could not 
secure a continuance of the rebates which were re- 
sponsible for many millions of his fortune. 

Professor Adams omits one line of attack upon the 
dangerous powers of the trusts almost as important as 
their control of railroad rates, viz: their control of 
limited sources of supply of coal and ore, their control of 
patents, their protection from world competition by the 
tariff, and their escape from such a ratio of taxation to 
the market value of their property as is borne by the 
farmer and the small business man. 

There is a tendency in much trust discussion to put 
the “cart before the horse” and to speak of the trust 
as producing a monopoly, whereas, in most cases it is 
the monopoly which produces the trust. There may be, 
and I am inclined to think there is something of a 
monopoly feature in mere aggregation of capital where 
an enormous amount of wealth is needed to secure the 
requisite machinery to open up markets in competition 
with an established corporation, but the importance of 
this monopoly is of minor consideration at present com- 
pared with the special privileges just referred to. Only 
those trusts have an assured future that have their “feet 
upon the ground” as Louis S. Post has lately put it in 





122 American Economic Association [366 


the “Ethics of democracy,” or those which are 
especially favored by tariffs, patents and unfair escape 
from taxation. 

In the answer to the suit brought by Hodge, Curtiss & 
Smith, to prevent the United States Steel Corporation 
from carrying out its bond conversion plan, certain very 
significant statements were made. The answer was filed 
July 15, at Newark, N. J., before Vice-chancellor Emory. 
It placed the value of its iron ore properties at $700,- 
000,000, and its coal and coke field and natural gas fields 
at $120,000,000, or over one-half of the entire $1,400,- 
000,000 value placed upon the entire property. Its 
cash and cash assets, its plants, mills, fixtures, machinery, 
equipment, tools and real estate, its blast furnaces, and 
even its 1467 miles of railroads, amounted only to 
$576,000,000. Probably less than $500,000,000 repre- 
sented actual material aud equipment. 

In his testimony before the Industrial Commission, 
Mr. Schwab declared that his corporation owned 
500,000,000 tons of iron ore in the North-west, which 
ought to yield a profit of $2.00 to $2.50 a ton, and about 
60,000 acres of Connellsville coal, which he said was 
practically all there was, and which he said doubtless 
with considerable exaggeration, could not be bought for 
$60,000 per acre. 

It would be very interesting if some university, or 
the Carnegie Institution at Washington, would provide 
for a thorough investigation of the assessments and 
taxes of the whole or any large part of the anthracite 
coal fields and the iron ore districts of Lake Superior, or 
the coke fields of western Pennsylvania, and compare 
these assessments with the valuations put upon those 
properties by the owners and with the assessments and 
taxation of farm properties in the same counties. 
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To sum up this necessarily brief discussion, we need 
not much concern ourselves, for some years at least, 
with mere large aggregations of capital independent of 
monopolistic advantages. So far as they will survive if 
stripped of all special privileges not enjoyed by you and 
me, it will largely be because they have won the right 
to survive through superior industrial service. But 
that feature of our strongest trusts which gives them 
their enormous and unfair advantage in the race, is 
their possession of immensely valuable special privileges 
in a dozen forms. Unless these, with the exception of 
patents, can be destroyed, all ideas of fair play in busi- 
ness, and all reason to believe that the survival of the 


strongest is at the same time the survival of the fittest, 
will be gone. ‘The result would be calamitous indeed. 


MAURICE H. RoBINSON: A partial analysis even of 
the so-called trust problem must necessarily recognize 
its complex nature. It naturally comprises, first, a 
study of the evolution of the industrial organization 
from a simpler to a more complex form ; second, an in- 
vestigation of the power of such organizations over the 
industries of the country, the means used to achieve a 
partial or complete control in its particular field, and 
the effects of this dominating influence upon the pro- 
duction and distribution of wealth and; third, the 
sphere of the State in protecting the public welfare and 
the means by which such protection may be most wisely 
and permanently attained. 

The definition adopted by Professor Adams performs 
a double service: it limits the discussion to a con- 
sideration of those organizations that possess a domi- 
nating influence in a particular industry and consequently 
excludes a large number of consolidations commonly 
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called trusts from the inquiry; and it recognizes that 
a “dominating influence” may be secured in either one 
of two very different ways: (a) by the growth of one 
business organization until it crowds its rivals to the 
wall or forces them to submit to its leadership as a price 
of its continued existence ; or (b) by the amalgamation 
of practically all the competing units into one organic 
whole, more or less permanent and effective. 

With these preliminary considerations in mind I wish 
to limit my remarks to a necessarily brief discussion of 
two lines of inquiry raised by the paper, since upon our 
answer to these fundamental questions must depend our 
attitude to the trust problem and its legal regulation. 

I. Are trusts a natural growth? (a) If trusts are a 
natural growth as an incident of the “ crowding out” 
process, the results ought to be evident in the increasing 
size of the producing units and their decreasing number 
from decade to decade. Unfortunately our census sta- 
tistics relating to manufacturing are not arranged with 
this purpose in view and therefore methods must be 
crude and results less exact. The tendency may never- 
theless be discovered in a general way and with more 
exactness in certain industrial groups. Taking the 
manufacturing industries as a whole the maximum size 
seems to have been reached in 1890. In r1g00 on the 
average, each establishment employed a less number of 
men, paid less in wages, used less materials, turned out 
less value in product, and employed only slightly more 
capital. The same is true of a large majority of the 
specific industries. This tendency does not run through 
all the industries of the country, however. There are 
several groups in which the units steadily grow less in 
number and larger in size decade by decade. Some of 
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the more marked cases, comparing the number and 
capital investment in 1880 and 1900, are: 


Agr’l implements, 40% less in number, 175% increase in av. capital 


Cordage and twine, 40 ” 200 ” 
Malt, 33 - 190 = 
Matches, 40 - 175 i 
Linseed oil, 40 - 200 - 
Floor oil cloth, 28 ” 100 s 
Safes and Vaults, 12 = 150 = 
Salt, 40 pe 233 si 
Iron and Steel, 25 ” 150 ” 
Blast Furnaces, 33 - 50 - 


In the above named industrial groups, together with 
some others including the manufacture of oils, gas, 
textiles, liquors, starch, paper, chemicals, tobacco and 
others, the number of independent plants has constantly 
been decreasing while the investment of capital has 
been increasing at a rapid rate. Consequently the aver- 
age investment is much larger per plant and the output 
is proportionally increased. Such industries may be 
appropriately called the “consolidating industries.” In 
a general way they have the following characteristics : 

(1.) The goods are of uniform quality and in staple 
use. 7 
(2.) They require an exceptionally large investment 
in plant and machinery for profitable production. 

(3.) They depend for success more largely upon the 
perfection of their organization than upon the “ indus- 
trial taste” of their managers. 

While the tendency to consolidate as a result of the 
greater economy of the larger establishment exists, there 
is as yet no indication that it will ever result in the 
domination of one establishment in any industry. The 
larger plants are apparently reaching the size that gives 
the maximum economy and when that is reached this 
process will come to an end. In other words, a mo- 
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nopoly in any one group must come, if it comes at all, 
as a result of the union of competing units and not 
through the destruction of the weaker by the stronger. 

(b) Whether the tendency to unite for common ends 
is an inborn characteristic of the race or an acquired 
trait may well be left to the students of the science of 
society. At the present time it is quite universal: in 
politics, the union of parties and states; in economics, 
the amalgamation of employers and of laborers; in 
society, the formation of clubs and their federation into 
national organizations. The formation of trusts is then 
not an isolated phenomenon, it is a part of a universal 
tendency. It is not only everywhere present but it 
takes on every possible variety of form from the simple 
association to the holding corporation. The association 
—such as the Merchants’ Association of New York— 
has indeed no monopoly power but is nevertheless of 
very great importance owing to its socializing effects 
and its tendency to prepare the way for a stronger 
organization, the combination or pool. The combina- 
tion is the characteristic form in practically every 
country where trusts exist except England and the 
United States. At the same time it has a much more 
powerful influence in this country than is generally ad- 
mitted. It is effective only while it includes a large 
percentage of the producers in any industry. Its chief 
end is to control directly or indirectly the price of its 
product and the amount of the output. The combina- 
tion grows into the company, wherever the legal system 
permits. The company form not only allows monopoly 
but in addition ensures permanence and whatever 
economies a strong and efficient organization make 
possible. Is there a tendency for the combination and 


the giant corporation, one or both, to dominate the in- 
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dustries of the country and of the world? The census 
of 1900 shows that in the United States out of over 
500,000 separate manufacturing establishments, about 
I2 per cent in number were in the corporate form pro- 
ducing approximately 60 per cent in value of the manu- 
factured goods. The corporate consolidations, however, 
did not control much over one-fourth of the total in- 
vested capital, while those which exercised a dominat- 
ing influence certainly represented a much smaller frac- 
tion still. The extent and influence of the combination 
in this country cannot be determined with accuracy 
owing to the fact that such organizations are illegal and 
therefore largely secret. Their power is, I believe 
underrated, and I question whether the ‘dominating 
influence” of some of the so-called trusts is not due as 
much to a combination with the outsiders as it is to 
their own independent power. 

Is there a casual relation between the two tendencies 
just described? It will be noticed (1) that every one 
of the great trusts have been formed within an industry 
where there already existed a strong tendency to form 
fewer and larger producing units. (2) Few, if any 
trusts have been formed in those industries where such 
tendency is absent and further such organizations have 
kept re-organization committees and receivers busy. In 
certain cases trusts have been abandoned because, as 
stated by the president of one such, the business could 
be more advantageously conducted by the constituent 
plants independently. 

In the light of these and other facts which might be 
cited if time permitted, I am forced to the conclusion 
that very large organizations possessing in some cases 
at least a certain degree of monopolistic power are a 
natural growth under our /azssez fatre economic sys- 
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tem. With our legal system adjusted to the new 
economic conditions as suggested by Professor Adams 
in his paper and by Professor Meyer in his remarks, 
it seems probable that while the giant organizations 
would still persist they would be stripped of most of 
those dominating traits which are proving dangerous to 
society and are likely in the end to cause their own 
downfall. 

II. Are trusts productive? A trust as defined isa 
partial monopoly—the monopoly power being due to 
the control of the major portion of the output of a par- 
ticular industry. It isa monopoly zx Josse, not 7m esse. 
It must maintain this dominating position or lose its 
distinctive characteristic as a trust. To maintain this 
position it must either : 

(1) Produce at a lower cost than its competitors, or, 

(2) Control the industry by the use of piratical 
methods, or, 

(3) Rely on the protection of the government or 
special privileges from related industries, such as the 
railways. 

In the past, the trusts have apparently depended upon 
all three of these methods. Whether beyond a certain 
point capital in itself is an aid in reducing the cost of 
production may be doubted. Such a conclusion is not 
equivalent to asserting that in a trade war an abundant 
treasury is to be despised. We have been passing 
through a stupendous competitive warfare and in such a 
warfare capital counts. Under such circumstances suc- 
cess does not necessarily come to the company that pro- 
duces at the least cost, it comes rather to the one that 
can endure the longest or fight the hardest. We have 
been allowing the “big fellow” armed to the teeth to 
meet his unprotected antagonist in the ring, saying 
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“hands off” and afterward present the ridiculous spec- 
tacle of investigating why the little fellow is knocked 
out in the first round. For such a situation the nature 
of the remedy is clear, although the exact form it must 
take can only be solved by experience. 

When all this has been granted and it has been 
further admitted that many of the trusts have been liv- 
ing upon favors from the government or the railways, 
it may still be asked, are not the trusts efficient pro- 
ducers? ‘Two lines of argument may be used: 

(1) Statistics of failures show that an exceptionally 
large proportion of the whole occur among the smaller 
plants, and in this connection it may be noticed that 
Professor Adams has admitted that organized labor by 
raising the price of its wages forces the smaller producers 
to the wall. This means that the larger producers are 
operating at less cost. | 

(2) It is generally admitted by both business men and 
economists that efficient production depends upon labor, 
capital, methods of production, and organization. An 
increase in the efficiency of labor cheapens the cost of 
production, so does better technical methods, so does a 
more efficient organization. The trust is a form of 
organization and it is at least possible that such a form 
may prove more economical than that which it has 
superceded in certain lines. If the preceding analysis 
is at all correct however, such economies as may be 
effected through a more efficient organization are in 
their nature differential gains not monopoly profits. 
Such gains are due to a better organization and can 
be retained only so long as such efficiency is maintained. 
They are thus a perpetual incentive to the continued 
economical organization of the productive forces. 
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W. G. LANGWORTHY TAYLOR: I believe that the 
important fact connected with the trusts and their evils 
is not so much the combining of large firms and cor- 
porations into larger ones, as the direct and plain fact 
of over-capitalization. This is the cause of commercial 
crisis because it is the cause of the inflation and rise of 
prices about which we hear so much before crises. 
If I had time, I believe I could demonstrate that the 
rise of prices is due to the over-capitalization. I do 
not say that any peculiar blame lies upon the pro- 
moters—not, at least, in excess of that which lies upon 
other classes. The over-capitalization seems necessary 
in order to bring out the individual surpluses and sell the 
stocks. Hence the investing public is made particeps 
criminis ; nor do the laborers escape guilt, with their 
extortionate demands at the very moment when the 
financial waters are roughest. But, confining ourselves 
to finance, the connection between over-capitalization 
and prices, and hence with crises, lies evidently in the 
implied high returns. It is supposed that very large, 
impossible, returns will occur and will continue; large 
subjective value of products is promised and believed 
in. Now over-capitalization is simply the financial 
form taken by these promises. High returns mean 
high prices for stocks and bonds, if the rate of interest 
is to be kept down to the “ effective desire of accumu- 
lation.” But these large nominal capitals mean a big 
demand for present goods ; they are the means of cir- 
culating present goods, and hence the inordinate rise of 
prices of commodities—the “ present goods” of Boehm- 
Bawerk. 

My object in speaking to the question, however, was 
to call attention to the resemblance of present phe- 
nomena to those of the crisis of 1873. I have recently 
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been looking at a publication that appeared shortly after 
the crisis of 1873 in Germany, by one Glagati, a very 
racy writer, who collected in his notes an account of a 
very large number of separate Griindiingen or promo- 
tions during the Schwindelira. I have looked rather 
carefully through these accounts and I have failed to 
find in them any case of considerable combination. 
They were all cases of over-capitalization simp/lictter. 
No one can claim that 1873 was not a typical crisis, 
with the full-fledged phenomena of inflation, high prices 
and their .ubsequent fall. I merely draw this parallel 
in confirmation of what has been stated here by Pro- 
fessor H. C. Emery, and, I think, by others, that com- 
bination is not the essence of the promotion evil. 


Jacos H. HOLLANDER: I have been disappointed in 
the extent to which the discussion has concerned itself 
with the technique of trust organization and administra- 
tion, to the neglect of what seems the more vital, and 
certainly the more fundamental problem suggested by 
Professor Adams’ paper, namely, the theoretical basis 
of the existence and growth of industrial concentration. 
Before we can advise wisely as to the necessity and 
nature of legislative control of the trust, we must first 
reach some definite conclusions as to whether there be 
any assignable limit to the size of the modern industrial 
unit, and as where such limit lies, and what forces de- 
termine it. This seems to me the primary concern of 
economic analysis, and until we have reached more 
definite and convincing results than those thus far 
attained, we can give neither intelligent counsel nor 
helpful service to the legislator or administrator grap- 
pling with the so-called “trust problem.” 
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THOMAS N. CARVER: In discussing the supposed 
superior productivity of trusts it is sometimes forgotten 
that trusts are not made to produce, but to sell. The 
trust promoter’s sole concern is to sell his securities. 
This he would not be able todo unless the public be- 
lieved that the trust would be productive, or was at 
least intended to produce. But the buying public seems 
to be about as unsophisticated in such matters as was 
the rustic who bought the razor supposing that it was 
made to shave but found that it was only made to sell. 
Until the buying public becomes somewhat more 
sophisticated, and loses some of its faith in the inherent 
superiority of a ‘“‘ big thing,” the productivity of a trust 
will remain a minor consideration in the minds of its 


organizers. 


HENRY W. FARNAM: I do not know exactly what is 
expected of the person who is to summarize the discus- 
sion, but I have tried to meet the requirements of the 
situation by separating my mind into two compartments. 
One of them might be likened to one side of a revolving 
blackboard, which has been carefully sponged in order 
to receive in an unprejudiced manner the impressions 
made by the other speakers; on the other side I have 
endeavored to record and retain a few points which 
seemed to me might be made in comment upon or sup- 
plementary to the paper of Professor Adams. As the 
discussion has proceeded, the blank side of the black- 
board has been gradually filled up with the ideas con- 
tributed by the other speakers, while the other side has 
been gradually becoming cleaner, as one idea after an- 
other which I had thought of has been advanced by 
some one else, and been expunged from my talk. Acting 
on this conception of iny task I shall first endeavor as 
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fairly as possible to sum up in a few words the leading 
points made by the preceding speakers, especially as far 
as any general agreement can be traced. I shall then 
add a few suggestions of my own on points which have 
not thus far been touched upon. 

When the Chicago conference on trusts was held in 
1899, a committee on resolutions was appointed which 
stated in its report that its. members had different views 
on the problems to be discussed, and recommended a 
resolution to the effect that “it would be inexpedient 
for it (the conference) to adopt resolutions purporting 
to declare the sense of the conference upon any aspect 
of the subject discussed.” When the subject of trusts 
was announced for discussion by this association, I very 
much feared that the end might be a similar agreement 
to disagree. In this I have been agreeably disappointed. 
If I have rightly understood the speakers, almost all, if 
not all, would agree regarding certain leading points, 
although their agreement on many of these would seem 
to involve a certain disagreement with the views ex- 
pressed by Professor Adams in his very able opening 
address. The points of apparent agreement which have 
most impressed me are the following: 

(1) The speakers have generally based their argu- 
ments upon a study of the facts, rather than upon a con- 
sideration of the psychology of economics. Certainly 
they have not shown as great a fear as that expressed 
by Professor Adams of the dangers of monopoly involved 
in the trusts. 

(2) They are more inclined to think that these evils 
will be held in check either by potential competition or 
by a farsighted regard to their own interests on the part 
of the trusts. 
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(3) As regards legislative measures, none of those 
who have spoken would seem to be in favor of abolish- 
ing the trusts altogether, but would rather favor some 
legislation which would limit their power for evil. On 
the other hand, no one, with possibly a single exception, 
would favor a /atssez faire policy. 

(4) There also seems to be a general agreement that 
the exhibition of promoters’ profits, inflated capitaliza- 
tion, and stock-jobbing devices, which we have recently 
witnessed, while deplorable in the extreme, is not 
necessarily connected with the trust systems, but has 
shown itself under various forms in other periods of 
speculation. One must indeed be bereft of historical 
sense if, standing in the city of New Orleans and in 
the old Province of Louisiana, he did not recall Law 
and the Mississippi scheme and the undigested securi- 
ties of one hundred and eighty-four years ago. 

Professor Adams has laid a good deal of stress in his 
paper upon the danger of monopoly in trusts, and there 
is no doubt of the tendency on the part of trust mana- 
gers to create for themselves an exclusive or nearly ex- 
clusive field. But is this really the essential feature 
which has aroused so much popular feeling? I think 
not. The mere fact that we should use to designate 
these combinations a term which no longer describes 
the form under which any one of them is now organized, 
and under which very few have ever been organized, 
confirms my view. In addition to the fear of monopoly, 
what especially arouses indignation at the trusts is, in 
my view, the fact that by a lawyer’s trick a time-hon- 
ored English legal term, which implied above all things 
responsibility, has been used to mask a form of combi- 
nation, the essence of which is irresponsibility, that 
is irresponsibility to the government and to the public. 
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I believe that the monopoly feature of trusts is very 
generally subject to limitation arising from the nature 
of modern industrial organization, so that while there 
may be exceptions the consumer is not the one who 
has most to suffer by them. Many examples could be 
given to show the practical operation, either of poten- 
tial competition or, where this does not exist, of self- 
restraint exercised entirely through motives of far- 
sighted self-interest. Thus I could instance a railroad, 
which has practically a monopoly of transportation in a 
large sectioa of the country, and which formerly seemed 
to exploit that monopoly with a single eye to the 
stockholder’s dividends. The more modern men who 
have come into its management now take the view that, 
while they mean to continue paying dividends to stock- 
holders, the welfare of such a road depends upon the 
welfare of the country which it serves, and that it is 
therefore, for the interest of the road to make such rates 
as will develop the business and traffic of that country. 

The policy introduced into many gas companies in 
recent times, though perhaps stimulated by the compe- 
tition of the electric light companies, is another instance 
of the tendency of the modern business man to make his 
gains out of small profits on a large volume of business, 
rather than out of large profits on a small volume. 
Some inquiries which I have made into the operation 
of the sugar trust have convinced me that here too, 
while the trust certainly has an advantage in bargaining 
power on account of its large transactions, it is not able 
either to depress the price of the raw material or to raise 
the price of the finished product as much as has been 
often assumed. An instance just mentioned to me by 
Mr. Marburg is also in point. He tells me that the 
formation of the tobacco trust has been the means of 
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greatly stimulating cotton raising in the vicinity of 
Durham. The general fact which applies to most of 
these cases is that modern methods of production involve 
the use of a large fixed capital, and that to utilize this 
involves a very wide market, while to gain this market 
it is necessary that the prices should be moderate. 
Monopoly, therefore, under modern business conditions 
and under modern far-sighted business management, 
means a very different thing from what it meant when 
the Dutch East India Company destroyed half of the 
spice crop in order to raise the price of the other half, 
and it seems to me that Professor Adams’ plea for the 
higher commercial education might be based, not only 
upon the ground that it would encourage competition, 
but also upon the ground that it would encourage far- 
sighted, as distinguished from short-sighted business 
management in our large corporation. 

The greatest evils are, therefore, perhaps ethical, and 
legal, rather than strictly economic, and in dealing with 
this phase of the matter I venture to say that the for- 
gotten man is the corporation lawyer. It is he who de- 
vises the various forms of organization under which great 
corporations, while conforming to the letter of the law, 
succeed practically in doing what they please. Now, 
the corporation lawyer always has and always will have 
a great advantage over the average legislator, partly be- 
cause he is a much abler, more highly trained and more 
highly paid man, and partly because it is easier to work 
a hole through the meshes of the law than to makea 
general law so tight that no hole can be found in it. It 
is, therefore, very important that our laws should be such 
as not to tempt the respectable and honorable lawyers 
and corporation managers to try toevade them. This 
means that they should be simple not fussy, that they 
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should aim at the real root of the evil not at its symp- 
toms, and that they should keepin mind the social point 
of view which was so ably presented by President Selig- 
man in his opening address. By that I mean that they 
should try to encourage a type of socially useful rather 
than socially harmful corporation managers. As far as 
these managers are broad-minded, striving to effect econ- 
omies, and adopt new methods in production ; they may, 
I think be fairly said to be socially useful, whatever we 
may think of the size of the compensation which they 
get for themselves. But it cannot be socially useful to 
be tricky, vindictive, unscrupulous, dishonest or corrupt. 
This is not the place, nor am I prepared, to outline in 
detail a law for the regulation of trusts. I may, however, 
venture the suggestion (made with that diffidence which 
Professor Goodnow said was characteristic. of the law- 
yer in speaking on a subject which had not yet been 
passed upon by the Supreme Court), that in order 
to secure the necessary uniformity, I believe that we 
should resort to federal legislation rather than rely upon 
state legislation. I also believe that our experience with 
regard to the regulation of banks under the national 
banking system points out the line of most profitable 
progress. We are now going through a period of wild- 
cat corporation finance, corresponding to the period of 
wild-cat banking which preceded the Civil War, and 
while I do not shut my eyes to the great constitutional 
questions involved in federal legislation, I hope we may 
find the means of solving them, as we have solved 
similar questions in the past. 
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A THEORY OF SOCIAL CAUSATION 
FRANKLIN H. GIDDINGS 


The human mind cannot rest satisfied in a chaos of 
unassorted facts. Some arrangement of the materials of 
knowledge it must make. In the degree that it gets 
beyond arrangements that have no real significance, to 
those that disclose great processes of causation, and 
establish their laws, it becomes scientific. 

The simp‘est categories by which facts can be 
arranged are those of time and space. Chronological 
series and spacial descriptions are the resources of the 
childish mind, unable to analyze things sufficiently to 
discover their essential resemblances. They are the 
resource of great minds also, confronted by facts too 
strange or too complicated for other disposition. When 
at a loss where else to place a novel fact one puts it in a 
pigeon hole, under a date, or under a letter of the alpha- 
bet. 

The first step toward science is taken when, among 
facts grouped by time or space, we observe resemblances 
of structure, or resemblance of activity, of function or of 
conduct. For result we have the classificatory stage of 
science, the beginning of a morphology and a physiology. 
When observations upon matter and its behavior were 
removed from the categories of days and seasons, of acci- 
dental disposition in this or that region or position, they 
ceased to be magic or alchemy; in an elementary way 
they began to be physics and chemistry. In like 
manner, the observed facts of plant and animal life, 
through studies of structure, and the resulting classifica- 
tions made by Linnzeus and Cuvier, became descriptive 
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botany and comparative anatomy. They were no longer 
the vague natural history, half description, half anecdote, 
of Buffon and his predecessors. 

Only after the work of classification has been accom- 
plished ; only when the great types of structure, and the 
great modes of function have been revealed, is the 
mind able to penetrate further beneath the surface of 
things, and to discover there, underlying types and 
modes, the continuing processes, and the active causes 
of change and of grouping. When these discoveries 
have been made, the facts, correlated with general pro- 
cesses and with true causes, have become science, fully 
developed in method, and satisfying the craving of the 
mind for explanation in the one possible sense of that 
word, namely, the establishment of logical relations 
between instances and principles. 

The more numerous, varied and complicated the facts 
found in any assemblage of observations or of testimo- 
nies, the more difficult it is to discover among them any 
other groupings than those of the time and space cate- 
gories ; the longer we have to wait for that arrangement 
of them which can properly be called science. 


Of all known assemblages of facts those pertaining to 
the social life and organization of man, in the past and 
in the present, are the most numerous, the most varied, 
the most intricately complicated. It is no wonder, there- 
fore, that slow progress has been made in arranging them 
otherwise than by the simple categories of time and 
space. These have determined a subdivision of the 
whole field into three great branches of concrete social 
knowledge. Social statistics, as Seignobos, in his study 
of historical method, has said, is primarily separated 
from history not by that difference of method which also 
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exists, but by the mere circumstance that social statistics 
concerns itself with social facts under observation in the 
present, while history concerns itself with social facts 
observed and recorded in the past. In like manner, 
while one way of stating the delimitation of history from 
ethnography would be to say that history studies societies 
that have arrived at civilization, while ethnography 
studies societies still uncivilized, the more familiar state- 
ment is, that ethnography studies man as geographically 
distributed, while history studies him in so far as he has 
had a chronologically ordered and recorded career. 
Furthermore, in the internal arrangement of the facts 
making up each of these branches of social knowledge, 
the space and time categories still hold sway. Eth- 
nography is only now emerging from an arrangement of 
its materials according to a merely geographical scheme. 
The great bulk of all written history is still frankly 
chronological in its arrangement; and social statistics 
has not to any great extent gotten beyond the simplest 
spacial categories. 

Yet, within recent years, there has been a growing 
restiveness under these limitations, and not a decade 
goes by without attempts to grapple anew with the 
problem of a more scientific comprehension. Some 
progress has been made towards substituting the cate- 
gories of structure and of function for those of time and 
space, as was done in natural history when the classifi- 
cation by morphological types arose. For example, in 
ethnography we have attempts to group the known 
facts of primitive society according to various psycho- 
logical principles and schemes of culture. We have the 
subdivision of historical materials into cultural and in- 
stitutional history, and, more minutely, into religious, 
economic, juristic and political history. In social statis- 
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tics we are beginning to recognize distinctions that 
mark off the statistics of population proper from statis- 
tics of the social mind; these from statistics of social 
organization ; and these, in turn, from statistics of the 
social welfare. 

Even this measure of progress has not satisfied. From 
time to time the attempt is made to get below classifica- 
tion itself, and to discover in social evolution an orderly 
process, appealing to the rational intelligence, and to 
find its underlying laws and causes. This is the ex- 
planation of the ever-recurring interest in some scheme 
of the philosophy of history, or in some principle of in- 
terpretation. The great concept of universal evolution, 
which has brought order and harmony into the sciences 
of life and of mind, has powerfully stimulated a desire 
to develop the concrete social sciences of ethnography, 
history and statistics, into true explanatory sciences, 
and to fashion their materials, by correlation with prin- 
ciples of causation into a reasoned science of sociology. 

Not less significant, furthermore, is the circumstance 
that of these various attempts those that have contained 
any element of mysticism or of transcendentalism have 
fallen into discredit. He would bea bold man who to- 
day, after a thorough training in the best historical 
scholarship, should venture to put forth a philosophy of 
history in terms of the divine ideas, or to trace the plan 
of an Almighty in the sequence of human events. On 
the other hand, those interpretations that are character- 
ized as materialistic, and that try to find the causes of 
social evolution in the action of the physical environ- 
ment, or that, seeking explanation in the tremendous 
process of the struggle for existence, find an interpreta- 
tion in the circumstances of man’s economic life, are 
daily winning serious respect. In so far as they fail to 
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satisfy, it is because they have not yet shown how, out 
of such materialistic causes, there emerge the complex 
phenomena that take shape in cultural activities; in 
the infinitely involved psychological aspects of man’s 
collective life; and, above all, in those sublime ideal- 
isms that bear multitudes of human beings into strug- 
gles that seem to sacrifice all considerations of utility, 
of prudence even, in the pursuit of some glorious aim 
that appeals only to the soul. 


Is the problem insoluble that is thus presented by the 
existence of social idealism in a material world? I do 
not think so. Believing that in certain elementary 
social facts long recognized as interesting, but not 
always seized upon as significant, we have the data for 
correlating the idealistic aspects of social evolution with 
its material basis, I venture to bring forward tentatively 
a theory of social causation. I hope that it may con- 
tribute something toward a rational ordering of the 
great mass of materials presented to us by ethnography, 
by history, and by statistics, in a science of society ; and 
that, as the principles of such a science gain acceptance, 
it may pay its debt to these branches of knowledge by 
making over to them categories of arrangement and 
helpful working hypotheses. 

At the outset we may take a hint from the psycholo- 
gists. Scientific psychology has found one way, and 
only one, to avoid any assumption of either materialism 
or idealism, in the philosophical sense of those words. 
It consists in centering attention upon the correlations 
of material and mental phenomena, rather than on the 
nature of things in themselves. External things are 
conceived as stimuli, and internal processes are conceived 
as responses to stimuli. Causation within the realm of 
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mental phenomena, is thus regarded as psycho-physical. 
It is a process in which the mental order changes in 
definite ways corresponding to changes in an external 
order. To discover these ways and to formulate their 
laws is a sufficient scientific achievement in psychology. 
It is unnecessary to raise any question of the identity, 
or of the duality, of mind and matter. 

This conception we must carry over into sociology. 
Causation in society is not at one extreme a merely phys- 
ical process; nor is it, at the other extreme, an outwork- 
ing of some mysterious entity called free-will, that is in 
no wise conditioned by the external world. Like the 
activity of the individual mind, it is a psycho-physical 
process, in which physical stimuli, on the one hand, and 
motor-reactions, accompanied by feeling and by thought, 
on the other hand, are inseparably associated. 

Accepting this hint, we make the initial assumption 
that the institutions of human society, and all the events 
of history, including the migrations of men from place 
to place, the great enthusiasms, the intellectual awak- 
enings, the wars and the revolutions, may be regarded 
as responses to varying stimuli, and that they are gov- 
erned by certain laws of combination, or by certain facts 
of resemblance or of difference among the minds re- 
sponding. 

The illuminating aid of concrete example will help to 
make this somewhat unfamiliar way of looking at the 
subject more definite and real. In the codes of ancient 
law that have come down to us from peoples emerging 
from a tribal into a civic life, there are pictures of spon- 
taneous social action that, by reason of their relative 
simplicity, enable us to see the essential nature of social 
processes more distinctly than we do when we observe 
the exceeding complexity of modern institutional activ- 
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ity. Of such pictures I know of none more clearly 
reflecting the social process as a psychological phenom- 
enon than do those curious and beautiful triads of 
Dyvnwal Moelmud that are included in the Ancient 
Laws of Wales. In simple language, almost poetical in 
form, the various occasions that draw men together in 
mote, or meeting, are described. Here are examples: 


5. There are three motes of mutual protection: an outpouring 
mote ; mast gathering ; and co-tillage. Herein the hand of everyone 
is required to assist according to his ability. 

6. There are three horn motes: the assembling of the country by 
elders and chiefs of kindreds; the horn of harvest; and the horn of 
battle and war, against the molestation of a border country and 
strangers. 

14. There are three motes of consociation : a convention of a coun- 
try and elders, arranging the laws and judgments of a common coun- 
try ; bards as teachers of sciences, where they assemble in session ; 
and the congress of a kindred, at a meeting for worship on the prin- 
cipal high festivals. 

15. There are three motes of imminent attack : the inroad of a bor- 
der country enemy ; the cry, or the horn, of murder and waylaying ; 
and a hamlet on fire: for assistance is required from everybody. 

16. There are three horns of joint mote: the horn of harvest ; the 
horn of pleadings ; and the horn of worship. 

17. There are three motes of commotion : the horn of the country ; 
ships from a strange country effecting a landing ; and the non-return 
of the messenger of a country and elders from a foreign country. 

18, There are three motes of request : for tillage ; festal games ; and 
burning of woods ; for, upon a request, they are not to be impeded. 

21. There are three motes of pursuit: after a wolf; after thieves; 
and after a mad dog; and all who shall hear the cry are to assemble 
together. 

22. There are three outpouring motes: the approach of strangers 
without permission ; the depredation of a border country ; and a pack 
of wolves. 

26. There are three motes of banishment : for murder and waylay- 
ing ; treason against the state, or treachery to the country and kin- 
dred ; and irretrievable spoliation ; for it is required of everybody, of 
every sex and age within hearing of the horn, in the direction taken, 
to accompany the progress of that exile; and keep up the barking of 
dogs, to the period of putting to sea, and until the one banished shall 
have gone three score hours out of sight. 
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The social process revealed by these pictures of a 
simple community life does not admit of misinterpreta- 
tion. Not only is each example of collective action a 
response to stimulus, but it is even so conceived by the 
writer of the triads, who, in turn, represents the people 
as themselves thinking of the social process in such 
terms. The horn, the cry, the alarm, are deliberately 
used as stimuli, supplementing the stimuli that would 
be afforded by mere perception or rumor of certain 
events or opportunities. The hastening together of 
the people in public mote or meeting, in its turn, is not 
only a spontaneous response, but even one that has in 
it the elements of conscious knowledge that such re- 
sponse is expected, whenever the horn or other alarm is 


heard. 


From these concrete examples we must pass to a 
broader and somewhat more abstract view. Organiza- 
tion and institutional life must be regarded not as 
things, but as modes of habitual activity among men. 
A government, a corporation, a household, is a group of 
persons regularly doing certain things in certain ways. 
All therefore may be regarded as phenomena of collec- 
tive conduct. Conduct, in its turn, as Mr. Spencer has 
shown in the “ Data of ethics,” is merely one part of 
mental activity. It is a consciously controlled aggre- 
gate of acts adjusted to ends. The other part of mental 
activity is made up of more or less unconscious deeds 
or experiences, including impulsive outbursts and in- 
stinctive acts. 

One further step brings us back to our fundamental 
generalization. In the last analysis the entire mental 
process is an infinitely complex series of responses to 
stimuli. Not all responses, however, are collective. 
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Not all are like responses by many individuals to the 
same given stimulus. But if, as individuals, men were 
always moved to act in wholly unlike ways; if they 
were moved to feel differently and to think differently 
on every subject, their conduct would be without order. 
There would be a state of affairs far more chaotic than 
any state of nature imagined by Hobbes or Rousseau. 
There would be no common interests, no sympathies, 
no public opinion, no codperation. All of these things 
are agreeing responses to common stimuli, and all are 
of the essential phenomena of society. Society, then, 
conceived in terms of its fundamental process, may be 
regarded as a complex aggregate of agreeing responses 
to certain stimuli that act upon many men in like ways. 

All things, however, are relative, and that which 
from one point of view is general, from another point 
of view may be special. While like response to stimu- 
lus is the general form of social action, it is at the same 
time a special form of wider processes, constituting 
universal evolution. In human society, as in the realms 
of animal life and of vegetation, we see processes of 
selection and of survival; processes of adaptation ; and 
processes of conflict, resulting in subjugations, exploita- 
tions, or transformations of the weak by the strong. 
And we know that all of these phenomena are modes 
of that ceaseless equilibration that goes on between 
bodies highly charged with energy, and bodies under- 
charged. It is natural, therefore, that we have theories 
of society in which all changes are baldly stated in 
terms of conflict, as in the sociological systems of 
Gumplowicz and Novicow, or as in the Marxian theories 
of exploitation. These theories are unsatisfactory be- 
cause they ignore a certain determining, directing, con- 
trolling step in the series of transformations. Steam 
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escaping by the safety valve, and steam exhausted back 
of the piston head—both are transformations of energy, 
but they produce different effects, because they enter 
into different correlations. In society all the forces of 
nature and of mind work through the correlations of 
stimulus and of like or unlike response. Every con- 
flict and every selection is cast into a certain form, and 
the form determines results. Every conflict is a group 
of responses to stimulus, but it may consist of re- 
sponses to differing stimuli, or of differing responses to 
the same stimulus, and the sociological consequences of 
this difference may be momentous. Again, in society 
every selection, as truly as every conflict, is a group of 
responses to stimuli, but it may consist in unlike re- 
sponses to the same stimulus, or, in responses that as 
far as they go are alike but are unequal. In the one 
case we have all the possibilities of toleration and of 
liberty, notwithstanding disagreement. In the other 
case we have all the possibilities of subordination and 
of exploitation. 

The great forces, then, of nature and of mind do not 
pass over into society except as they are correlated or 
organized in the phenomena of more or less like re- 
sponse. We have still to enquire, however, whether 
the energizing forces pass into the phenomena of stimu- 
lation and response directly, or only through certain 
antecedent groupings in the phenomena of the physical 
world. In other words, can we carry our theory of 
social causation back to firm foundations of physical 
data, in those groupings of objective fact which, col- 
lectively, we call the material environment ? 

Happily it is possible to answer this question, because 
it is obvious to even a superficial observer that the 
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stimuli themselves to which men collectively respond 
are of two great orders. 

The most immediate and the most important stimuli 
of modern social life are products of past responses to 
yet earlier stimuli. The very arrangements under which 
we live, the groupings of human beings, their ideas and 
purposes, their aims, their ideals, their laws and institu- 
tions are ever-present, ever-potent causes of continuing 
collective action. Of all the stimuli that move men to 
mighty and glorious codperation, none can be compared 
with a great ideal. The ideals of liberty, of freedom, of 
enlightenment, lift men to-day in gigantic waves of col- 
lective effort like resistless tides of the sea. American 
life pre-eminently has consisted in responses to these 
ideals. ‘The Declaration of Independence was an ideal, 
and nothing more ; but the response to it was the suc- 
cessful struggle of a people to establish itself forever 
among the nations of the earth as a republic of men 
pledged unalterably to civil liberty. The federal consti- 
tution, drafted by Hamilton and his co-workers, was 
a stupendous ideal. The response to it was its ac- 
ceptance by thirteen commonwealths, and subsequently 
the rising of a mighty people to maintain and to con- 
solidate for all time, the indissoluble Union. 

But back of all these secondary stimuli, products of 
past social life, are original stimuli presented to every 
mind by the presence of fellow beings, by the concrete 
objects of nature, by the events and the order of nature. 
These collectively are the environment. As environ- 
ments differ in fundamental character and in complexity, 
so differ the original stimuli to which the minds of men 
respond in collective action, and the possibilities of insti- 
tutional life. 
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Accepting the unmistakable distinction between pri- 
mary and secondary stimuli of social activity, the prime 
requirement laid upon social theory is revealed. A 
scientific theory of social causation must show how the 
primary stimuli give rise to the secondary. Above all, 
it must disclose the process through which the great 
ideals arise. It must reveal the successive stages through 
which the stimuli collectively making up the physical 
environment create ultimately the stimuli and the re- 
sponses of idealistic conduct. 


Here, then, is our whole hypothesis in restatement. 
Sociological study is the scientific examination of all 
those phenomena that proceed from like responses by 
many individuals to the same stimuli. A theory of 
social causation may be constructed if we can discover 
the conditions under which like response is inevitable 
or possible; the laws of arrangement of combination 
according to which various kinds of stimuli become 
operative ; and the combinations of human activity that 
must follow as the extent and degree of like response are 
more or less. In the theory here presented the ultimate 
causes of society are assumed to be objectively the great 
physical processes of equilibration, conflict and selec- 
tion, and subjectively the elemental appetites and passions 
of the animate organism. But it is further assumed 
that physical and mental forces create society only as they 
are correlated and combined in certain concrete forms. 
Combined in various types of environment the physical 
forces are complexes of primary stimuli. As such 
they determine ; first, the character, the extent, and the 
groupings of primary response ; and secondly, the genesis 
of secondary stimuli. The various correlations of re- 
sponse are the phenomena of conflict, adaptation and 
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selection in their social aspect. The combinations of 
response are the modes of codperation, the great pro- 
cesses of history, and the forms of social organization. 


Essaying now to expand this theory into a more intel- 
ligible detail, we necessarily begin with an attempt to 
discover what features of the physical habitat of a human 
population are significant, and through what channels 
or groupings of concrete fact they exert their controlling 
influence upon collective aims and activities. 

The earlier theories of the relation of environment to 
national life and character placed emphasis upon the 
direct influence of soil, climate and topography upon 
mental and institutional life. 

Montesquieu hardly got beyond this simple view of 
the problem. He attributes a relatively great boldness 
to the inhabitants of cold climates, and to boldness he 
attributes frankness and a lack of suspicion and cunning. 
To, the enervating influence of great heat, and the deli- 
ciousness of rest in a hot climate, he attributes the be- 
lief of the Hindoo that “repose and non-existence are 
the foundation of all things, and the end in which they 
terminate.’’ From these temperamental effects of cli- 
mate Montesquieu thought that he could derive systems 
of laws and institutions. His observations, nevertheless, 
were keen and significant, and doubtless much important 
scientific work is yet to be done in following out the 
suggestions in which “ The spirit of the laws” abounds. 

Buckle, perceiving that the action of environment 
upon national life is more complex than Montesquieu 
represented it, laid emphasis upon those influences of 
nature that develop on the one hand the emotional, on 
the other hand the intellectual habit. Regions in which 
nature is uncertain, violent and destructive, especially 
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where earthquakes, volcanic catastrophies and tempests 
abound, inspire terror and superstition, and thereby unfit 
the mind for scientific research and for the systematic 
conquest of the external world. Regions that are tract- 
able, having seldom more startling occurrences than the 
regular succession of seasons and the relatively mild 
storms of the temperate zones, awaken an intellectual 
interest; and by suggesting a constant order in nature, 
they lead the mind on to scientific comprehension. 
Buckle also made the distinction between primary and 
secondary civilizations, and drew attention to the ex- 
ceeding importance of the relation existing between any 
secondary civilization and that environment to which 
we must apply the adjective “social” rather than 
** physical.” 

Spencer, in the first volume of his “ Principles of so- 
ciology”’, comprehensively reviews the influence of 
climates and topographies upon the emotional and the 
intellectual natures of men, and he calls especial atten- 
tion to the relation of the flora and the fauna to the 
possibilities of social evolution. He lays chief stress, 
however, upon the sociological environment, since it is 
in the relation of a tribe or a nation to its stronger or 
weaker neighbors that the causes determining its type 
of organization as military or industrial, seem to him to 
be found. 

In those later studies that have taken the form of an 
economic interpretation of history, it is an indirect 
rather than a direct action of the environment that finds 
recognition. Situation and resources mould the social 
organization ; first, by determining the character of the 
predominant industries; and, secondly, by determining 
the prevailing form of property, as real estate or free 


capital. 
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The theory that I wish to submit differs from all of 





these. I shall try to show that the really significant 
phenomenon is found in the relation of the physical 
environment to the composition of its population. My 
propositions are, first, that the character of the environ- 
ment determines the composition of a population as 
more or less heterogeneous, more or less compound ; 
and second, that the composition of the population 
determines its mental characteristics, its potentialities of 
codperation, its capacity for progress, its ideals, and its 
organization as more or less democratic. 

To develop these propositions, let us begin with a 
phenomenon very simple, very obvious, yet very far- 
reaching in its consequences. A physical environment 
has, or it has not, the power to attract inhabitants to 
itself and to keep them. In America we are witnessing 
the most remarkable example in human history of this 
immediate relation of population to environment. By 
hundreds of thousands men and women from the older 
lands are drawn here by the bounty of nature, under- 
lying that varied economic opportunity which this 
nation affords to its people. Quite as striking as the 
mere numbers of immigrants to America, however, is 
the varied composition of our foreign born population. 
Every nationality is included. But the geographical 
distribution of the foreign born shows a marked differ- 
ence of one region from another in degree of composite- 
ness. The North Atlantic division is heterogeneous in 
the extreme. Thirty-six per cent of its foreign born are 
of English-teutonic blood; twenty-nine per cent are 
Celtic; eight per cent are Celto-latin, nine per cent are 
Ibero-latin, and seventeen per cent are Slavonic. The 
North Central division has an overwhelming preponder- 
ance of Teutonic stocks. Seventy-one per cent of its 











154 American Economic Association [398 


foreign born are of English-teutonic bloods. Only 
twelve per cent are Celtic; only three per cent are Celto- 
latin, less than two per cent are Ibero-latin, and ten 
per cent are Slavonic. 

Environments are of two fundamental types in respect 
of their power to maintain society; those that are so 
poorly endowed with resources that they can maintain 
and attract only relatively small numbers of inhabitants, 
and those that, being richly endowed, support large 
populations of the native born, and tend to draw a large 
immigration from elsewhere. Each of these types of 
environment, in turn, presents two well-marked sub- 
divisions: the isolated, or difficult of access or of egress ; 
and the accessible, a land of ports and open ways, 
through which the currents of population may easily 
flow. 

The composition of the population can by no possi- 
bility be the same in these four types of environment. 
That which is characteristic of one is unattainable in 
another. And because the composition of the popula- 
tion is in each case of a certain necessary description, 
there is a corresponding make-up of the social mind, a 
certain range of possibility in the succession of histori- 
cal events, and a certain necessary order of social insti- 
tutions. 

In the environment that is both poor and isolated 
population is not only sparse, but it is relatively simple 
and homogeneous in composition. It is maintained 
only by its birth rate, and it increases only if its birth 
rate is in excess of its death rate. It is a genetic aggre- 
gation. Extreme examples of this environment and of 
the structure of its population are afforded by the coasts 
of Greenland, the Aleutian Islands, the southern ex- 
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tremity of South America, and the interior regions of 
Australia. 

In the environment that is poor but accessible, or, 
what in this instance is more to the point, admits of 
easy egress, the population again is a genetic aggrega- 
tion. The attractions and inducements are not suffi- 
cient to bring immigration. But neither are they suffi- 
cient in all cases to keep the men born within its bor- 
ders, and, escape being relatively easy, many of the 
most energetic emigrate to better lands. Here, in the 
concrete, the proc«ss of selection is seen going on in the 
form of response to stimulus. The resources of other 
environments in some degree awaken the desire of all 
the inhabitants of the impoverished land, but only those 
that are relatively enterprising and energetic are moved 
to better their condition. The result is a gradual de- 
terioration of the stock remaining in the land. It is 
bred from the leavings that have been incapable of effi- 
ciently responding to the stimulus of larger opportuni- 
ties. The most interesting modern examples of such 
environments are those extensive tracts of upland or 
hill country in the North Atlantic states, especially in 
the New England states, that once had prosperous farm- 
ing populations, but now are inhabited only by unam- 
bitious families presenting the unmistakable marks of 
degeneration. 

The third type of environment is that which is both 
rich in resources and relatively isolated or inaccessible. 
The interior of the Arabian peninsula, the Hawaiian 
Islands, the Samoan Islands, and the islands of Tahiti, 
are good examples. So also are the uplands of Mexico 
and Peru. Here again the population is a great kin- 
ship, a genetic aggregation. It is relatively dense. 
The birth rate is high, and every inequality of energy 
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or ability counts in the struggle for existence. The 
people alike respond to the bounty of nature and de- 
velop those simple forms of economic activity that often 
are sufficient to create a fair degree of prosperity. The 
isolation of such a population while it lasts determines 
the whole course of social evolution, but it is relative. 
Sooner or later, or perhaps repeatedly at long intervals, 
it yields to migration. An increasing pressure of the 
native born upon the means of subsistence at length 
forces some of the more vigorous elements to break 
through confining barriers, and as conquerors, or other- 
wise, to seek distant homes; or the natural resources 
and the acquired prosperity enjoyed by the inhabitants 
become a stimulus of sufficient power to tempt distant 
populations to invade and exploit. 

There remain environments of the fourth type, 
richly bountiful in resources and so accessible that men 
may flock to them from all quarters of the world. Such 
are the great river valleys of the Nile and the Euphrates, 
seats of the most ancient civilizations; of the Po, the 
Danube and the Rhine, highways of the nations from 
an immemorial past; of the Seine and the Thames; 
and, in our own land, the Mississippi basin. Such also 
are many favored coasts, abounding in inlets and 
sheltering ports. In all such environments population 
must sooner or later be composite, and the mofe so if 
their resources are not only abundant, but also varied. 

The composition, however, is determined in the long 
run by two co-operating processes. Aboriginal popu- 
lations are overrun by invaders, who come not as in- 
dividuals, but as organized bands, or armies equipped 
for conquest. Populations that have attained a measure 
of economic advancement are now and again overrun by 
hosts of ruder people that have been dwelling in rela- 
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tively unkindly habitats. Further conquests also may 
follow, after civilization has been attained by both the 
invaders and the invaded, if the civilization of the in- 
vaders is still of the military type. When, however, 
industrial civilizations of the modern type have been 
reached, further migration isa movement of individuals. 

It happens, therefore, that with few if any exceptions 
the populations of the most favored environments are 
both compound and composite; compound as being 
made up of successive strata of conquered and con- 
querors, and composite, as being made up of immigrant 
individuals scattered among the native-born. In time 
all of these elements are in some degree amalgamated. 
The amalgamation of invaded and invaders, however, 
is determined largely by the physical characteristics of 
the region itself. If they are such as to tempt the in- 
vaders to scatter themselves throughout the land as local 
overlords, while at the same time maintaining a general 
distribution of the invaded or conquered, the possibili- 
ties of amalgamation are far greater than when for any 
reason either stratum is geographically concentrated. 
This seems to have been the history of the thorough- 
going amalgamation of Celtic and Teutonic elements 
in the midland and western counties of England. 

When an immigration of individuals begins to bring 
important additions toa compound population, the 
foreign-born element itself may be more or less com- 
posite. And this circumstance again is determined by 
the character of the physical environment. If the 
natural resources, while great, are all of one kind, and 
especially if they are predominantly agricultural, the 
inhabitants are far more homogeneous than if the re- 
sources are in mineral wealth, or, above all, if they are 
varied, including commercial and manufacturing oppor- 
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tunities. Thus, we have seen that the foreign-born 
population of the northern Mississippi Valley is pre- 
dominantly Teutonic, while that of the North Atlantic 
states is composite in the highest degree. Practically, 
however, an environment of homogeneous resources is 
usually but part of a larger geographic unity that is 
occupied by one entire people, and that in the aggregate 
includes resources of varied kinds. This integral 
geographic unity inevitably has a population that not 
only is largely congregate, rather than genetic, in origin, 
but that also is in a high degree composite. 


Now we have to turn from predominantly physical 
phenomena to consider the mental resemblances and dif- 
ferences, the sympathies and antipathies, the agreements 
of thought and purpose, the concerted volition, the forms 
of co-operation, and the social bonds that arise in vari- 
ous populations. 

Peoples dwelling in environments of the first two types 
that have been described are mentally, as well as in 
blood, homogeneous. They have been subjected to like 
experiences, and have developed like qualities of nature, 
and like habits of thought. Undisturbed by the external 
world, they lead uneventful lives. There is among them 
a strong sense of kinship. If natural resources are suf- 
ficient to sustain a fair degree of comfort, and degenera- 
tion through emigration of the more energetic indi- 
viduals has not yet begun, the people are a sympathetic, 
kindly folk. They may not be keenly aware of their 
mental homogeneity because nothing happens to call 
attention to such possibilities of difference as exist in 
populations of the composite type. Co-operation is spon- 
taneous, and the chief social bonds are kindliness and 
neighborly helpfulness. The social organization is 


simple. 
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The inhabitants of an environment of the third type 
are homogeneous in blood, but because population there 
is relatively dense, individual differences in energy and 
ability are of some importance, and there are resulting 
inequalities in the responsiveness of the entire people to 
given stimuli. Certain persons lead, others follow. There 
is a tendency to differentiate into dominant and subordi- 
nate classes. There are marked differences of intellectual 
power, yet as a whole the people has a consciousness of 
kind. It is sympathetic, and engages in spontaneous 
forms of codperation Its social bonds, however, include 
allegiance to leadership, and the contagious forms of 
popular emotion. 

In environments of the fourth type every variety of 
mental difference is found, and yet it is entirely possible, 
in fact usual, that mental heterogeneity is less than 
ethnic. Men of different bloods may have minds and 
interests alike. Herein lies the possiblility of assimila- 
tion, which tends continually to overcome original dif- 
ferences in a population of miscellaneous ethnic ele- 
ments. Commonly also, assimilation—which is purely 
a psychological process—goes on more rapidly than 
amalgamation,—the physical commingling of bloods. 
Furthermore, it is entirely possible that mental differ- 
ences in a mixed population shall be subordinate to 
great unifying feelings, great purposes, or great ideals, 
and therefore possible for men otherwise differing to 
unite their efforts in large codperative endeavors. 


Among these mental and practical possibilities the 
various aspects of co-operation are of chief interest to 
the sociologist and the historian, and three of them are 
of pre-eminent importance. One is the extent to which 
co-operation is possible among any given people. An- 
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other is the degree to which co-operation is free and 
democratic, as contrasted with a co-operation that is co- 
ercively enforced by an autocratic power, monarchial or 
oligarchical. The third aspect is the extent to which 
co-operation is, on the one hand, mob-like, unreasoning 
in its form and spirit, or, on the other hand, deliberative 
and rational. 

The key to all problems presented by these varied 
aspects of co-operation is found in that composition of 
the population that we have been examining. The peo- 
ple that is mentally homogeneous can co-operate in ways, 
and, above all, in a spirit, impossible to a people that is 
heterogeneous. 

Certain corollaries derived from the fundamental prin- 
ciple of like response must guide our study. These 
corollaries are in their nature abstract propositions. 
They may as well be stated concisely in all their unat- 
tractive bareness, because, like mathematical axioms, 
they gain nothing from attempted translation into con- 
crete terms. 

In a homogeneous group a majority of all individuals 
may alike respond to varied stimuli, and the stimuli 
are not necessarily powerful. The co-operation of such 
individuals is spontaneous. Their organization may be 
democratic in form and spirit. 

In a homogeneous group the like responses of many 
individuals to the same stimulus are not greatly unequal 
in degree. Consequently, there is no sharp division of 
the group into two classes, composed respectively of 
those persons that have initiative, and those that merely 
assent: the classes, namely, of the leaders and the fol- 
lowers. Any individual may at one time suggest and 
lead, at another time yield assent. 

In the homogeneous group there is a substantial 
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equality of energy and ability, and, consequently, but 
little transformation of the weak by the strong. There 
is no exploitation. 

Therefore, in the homogeneous group there is a 
strong and inclusive consciousness of kind. 

In the heterogeneous group a majority of all indi- 
viduals can respond in like ways to comparatively few 
stimuli, and these must be powerful. 

In the heterogeneous group more individuals are 
alike in instincts and in motor impulses than in sympa- 
thies, and more are alike in sympathies than in intelli- 
gence. In this group, therefore, more individuals can 
alike respond to stimuli that appeal to motor impulse, 
or to feeling, than to stimuli that appeal to intelligence. 
The stimuli that most powerfully appeal to motor im- 
pulse are danger and menace. Among those that 
appeal to instinct and feeling both, are bribe, gift, 
patronage and payment; while the stimulus that most 
strongly appeals to feeling only, or to states of mind in 
which feeling is predominant, is the impressive power 
of a strong personality. 

In the heterogeneous group there is inequality of 
energy and of ability. Responses to any given stimulus, 
therefore, even when otherwise alike, are unequal in 
degree. Certain individuals take the initiative, and 
others accept their guidance. The population is differ- 
entiated into leaders and followers. 

In the population so differentiated there is an equili- 
bration of human energies that becomes a transforma- 
tion of the weak by the strong. It may take the form 
of subjugation, or of exploitation. This happens not 
only in the relations of differing races to one another, 
but also throughout the social system,—in ecclesiastical 
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organization to the advantage of the priesthood, in in- 
dustrial organization to the advantage of the entrepre- 
neur or the walking delegate, in political organization 
to the advantage of the boss and his henchmen. 

In the mentally heterogeneous population there is 
either no general consciousness of kind, or it is weak. 
If the population is compound there may be a strong 
consciousness of race or class differences. 

From the foregoing principles it follows that a popu- 
lation that is heterogeneous in blood, ideas and interests 
to an extreme degree cannot spontaneously combine its 
efforts in co-operative undertakings. It acts collectively 
only in response to some extraordinary stimulus, or to 
one that appeals only to the relatively low instincts. 
Fear of the torture, imprisonment, or death that a con- 
queror may inflict, may be the only stimulus to which 
all of the extremely diverse elements of a compound 
population can respond, and the resulting social organ- 
ization is then despotic. When, however, a large 
measure of assimilation has been achieved, it is possible 
for elements still diverse, though not in an extreme de- 
gree, to respond to other stimuli than danger, and to 
establish systems of organization that, while still mon- 
archial or oligarchical in form, are not despotic in char- 
acter. The governing power may offer benefits that 
strongly appeal to the masses governed, or it may have 
acquired a religious sanctity that impresses,—that de- 
rives strength from associated stimuli of belief and 
dogma. The chief stimulus, however, that under the 
circumstances assumed is efficient in achieving organized 
co-operation, is the impressive power of a strong per- 
sonality. The government evolved may be dignified as 
“‘ Cgesarism,”’ or irreverently described as “ boss rule,” 
but it is all one in essence. Generalizing, we may say 
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that the heterogeneous community is normally auto- 
cratic, or oligarchical in organization. If the leaders 
can inspire fear, their rule is despotic. If they can in- 
spire veneration, their rule is authoritative. If they 
can inspire admiration and confidence and confer favors, 
their power is the rule of “the boss.” Historically, the 
co-operation that has in it a large element of coercion, 
is likely to be the first one to arise in such a mixed 
population as results from migration, or the colonizing 
of a new land. This stage is likely to be followed by 
one of oligarchic or of personal rule. Very slowly and 
very late in the history of any people or organization 
does it become thoroughly democratic in spirit and in 
form. 

Nevertheless, from the moment when the assimilation 
of miscellaneous elements begins, there is likely to be 
an evolution of an entirely new order of stimuli, far 
higher in character than the primitive stimuli of danger, 
menace and bribe; higher even than the stimulus of 
strong personality ; and yet, like these, powerful enough 
to awaken the responses of differing natures. These 
new and higher stimuli are ideals, and it is these that 
presently become a factor of chief importance in the 
higher forms of social causation. It is through respon- 
siveness to ideals that it becomes possible for a people to 
combine three somewhat antagonistic conditions in their 
social evolution, namely: first, cohesion, which, in the 
last analysis, is a continuing agreement of response to 
common stimuli; secondly, variation and progress, which 
are possible only when the individual units making up 
a population are not too much alike; and thirdly, in- 
creasing freedom of individual life, which is possible 
only when cohesion can be maintained in the absence 
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of coercive stimuli, and notwithstanding the divergen- 
cies inherent in individual differentiation. 

Social ideals arise in the minds of exceptional in- 
dividuals who perceive that their conceptions of their 
fellow men, like their ideas of the external world in 
general, fall into intellectual arrangements or combina- 
tions that differ from objective arrangements in the 
world of reality. Among such combinations are some 
that seem to the minds that make them preferable to 
the combinations existing in fact. These mental com- 
plexes become ideals of a social order that appeals to 
imagination and desire. Communicated by their crea- 
tors to their fellow men they oftentimes have the power 
to call forth persistent effort to transform the external 
order of things into a realization of the ideal. All 
history is full of examples of men mentally unlike in 
most respects, but alike in their interest in a common 
social ideal. This is because the ideal is a highly com- 
posite stimulus appealing to motor impulse, to feeling 
and to imagination, as well as to reason. It happens, 
therefore, that men who could be organized only through 
the agency of a great personality, if the alternative 
stimuli were no more than ideas or plans that appealed 
to the intellect alone, can sometimes be organized by a 
great ideal, even more successfully than by authority, 
or by the boss. 


With these principles and possibilities before us, we 
now ask how they are combined in the historical pro- 
cess, inquiring, as we proceed, how ideals emerge, and 
how they transform the coercive and authoritative modes 
of co-operation into the liberal and the democratic. 

For the purposes of this paper I shall restrict myself 
to a consideration of three great social ideals ; those, 
of unity, of liberty, and of equality.. 
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Again we turn our attention to the composition of 
the population, for herein are to be discovered the 
conditions that determine the evolution of ideals and 
the great stages of historical process. 

A social group of any kind or dimension, let it be, if 
you please, a trade union, a township, or a nation, may 
be conceived as having so many elements of unity that 
it is easy for individuals that agree in their thoughts 
and purposes to have their own way with such of their 
fellows as differ from the prevailing type. Such a mass 
of agreements entering into a collective will, is the fact 
of collective sovereignty in its most general psychologi- 
cal aspect. In any community where the power and 
the wish of some section of the population to rule has 
been developed, differences and disagreements excite 
antagonism, distrust and anxiety. It is perceived that 
there is strength in unity, and the passion to make all 
men within the community more alike begins to be 
consciously felt, and to make itself a power. ‘Ihe ideal 
of unity is carefully formulated, and is persistently 
kept before the minds of all members of the group. If 
the group is a voluntary organization, like a religious 
denomination, a trade union, or a political party, an 
attempt is made to persuade or to compel all its mem- 
bers to believe the same things, and to conduct them- 
selves in like ways. A creed, a body of rules or a 
platform is imposed, and orthodoxy or regularity is in- 
sisted upon as of primary obligation. If the society is 
a nation, attention is fixed upon other modes of unity 
also. ‘The territory itself that the people occupies be- 
comes an object of new interest. Adjoining geographi- 
cal areas, that by reason of topographical features 
naturally belong with the domain already possessed are 
covetously regarded, and the attempt is made to 
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conquer or otherwise to annex them. Adjacent popu- 
lations having like interests and traditions, related in 
blood, and speaking allied languages, are viewed as 
properly belonging to the community that would absorb 
and dominate them. Within the population itself the 
amalgamation of bloods is watched with interest, and 
the process of mental assimilation with yet more con- 
cern. Policies are adopted to hasten on the change. 
One language must be spoken throughout the whole 
domain. One religious faith must be embraced by all. 
One consistent economic policy must be followed. One 
standard of conduct and of legality must be established 
for all citizens. These policies are a part of the great 
nation-making plan of unification. If successful, the 
passion for homogeneity seizes upon the whole popula- 
tion. An ideal that has at first taken possession of the 
ruling classes, has gradually awakened the enthusiasm 
of a people. The ideal itself has been suggested by 
changes quite unconsciously originating. Amalgama- 
tion and assimilation necessarily forecast the kind of 
community that must exist if they go on to completion. 
Co-operating with this suggestion is a consciousness of 
the exceeding difficulty of maintaining social cohesion 
where great differences of blood and interest exist. 

Thus it is the composition of a population under cir- 
cumstances of diminishing heterogeneity that gives rise 
to the first great ideal—that of unity. 

Perfect unification, complete homogeneity, would in- 
hibit further progress ; but the perfect unification of an 
arrested civilization is rarely attained. So long as there 
remain in the population many diverse elements freely 
communicating with one another, and still undergoing 
assimilation, the conditions are present for progress. 
No scheme of unification ever quite destroys the restless 
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individualism of the rational mind. Unifying policies, 
involving as they do a large measure of coercion, much 
repression of individual initiative, and much thwarting 
of ambition, goad the more rebellious spirits into open 
opposition, which can be repressed only if all heretics 
and disturbers of the political peace can be extermi- 
nated. At the same time, by putting an end to many 
conflicts between independent states that have at length 
been brought into an inclusive national or imperial or- 
ganization, the unifying policy releases energy to ex- 
pend itself in comriercial enterprise, in public agitation, 
in destructive criticism and perhaps in overt rebellion. 
Under these circumstances the stimulus of authority 
begins to lose its power, and the ideal of unity ceases to 
impress the imagination with the old time vividness. 
New ideas take shape in an ideal of liberty, which ap- 
peals with increasing force to men of every blood, of 
every degree of culture and of economic condition. The 
broadening response to this new stimulus in time 
creates the great policies of liberty, including the estab- 
lishment and protection of individual liberty by forms 
of constitutional law. 

But just as the policy of unification when pressed too 
far creates reactions against itself, so also does a régime 
of unlimited liberty. It creates conditions of great and 
increasing inequality. The energetic and the enter- 
prising, unrestrained in their activity, acquire control 
of the machinery of government, of the administration 
of law, and of economic opportunities. Enjoying per- 
fect freedom of contract, they organize the industrial 
system to secure the utmost increase of wealth and its 
utmost monopolization. Having through liberty ob- 
tained power, they proceed by all possible. means to 
monopolize liberty itself, taking care to maintain those 
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legal forms of freedom that protect property and enter- 
prise, and that encourage competition among wage- 
earning laborers, while more than willing to restrict 
competition among themselves. An increasing density 
of population intensifies the struggle for existence. 
Class differentiation is hastened, and presently social 
cohesion is threatened through the exploitation of the 
weak by the strong. From the exploited comes the de- 
mand for wider opportunity and a larger share in mate- 
rial prosperity. It is perceived by the intelligent that 
if a disruption of the community through a revolt of 
the discontented, or a general revolution, is to be pre- 
vented, some limitation of the liberty of the strong to 
curtail the liberties of the weak must be imposed, and 
that practically this means a certain limitation of liberty 
by equality. It is under these circumstances that the 
ideal of equality arises, and that its influence over the 
multitude creates the democratic movement, as that 
term is understood in modern times. 

Certain conditions, however, must be fulfilled before 
this ideal can be converted into reality. We have seen 
that democracy is possible and normal in a homogeneous 
population. It is possible also in a population that is 
otherwise heterogeneous, if there is a practically uni- 
versal belief in the superiority of democratic forms; if 
the democratic ideal is a strongly dominant stimulus, 
calling forth the habitual response of nearly all men. 
Under these conditions there can be democracy, at least 
to the extent of majority rule. 

Democracy, however, is not necessarily more liberal 
than monarchy or oligarchy. In recent years we are 
witnessing abundant proofs that in its denial of the 
liberty of the individual a majority may be as despotic 
as an Italian tyrant, or a Turkish sultan. Democracy 
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can be of the liberal sort under any one of three possible 
conditions. The first exists when the people are homo- 
geneous and equal. Co-operation then is spontaneous, 
and democracy is the normal form of organization. The 
second exists when an entire people, though otherwise 
heterogeneous, cherishes the ideal of liberty, and is 
sensitively responsive to it. The third exists when ex- 
treme inequalities of condition are being modified by 
an equilibration of energies in which the strong, instead 
of exploiting the weak, are succeeding through policies 
of helpfulness and justice, and by education, in develop- 
ing and lifting them up to a higher plane of social 
efficiency. 

Passing over the two conditions first named, we may 
profitably linger for a moment upon the process of 
equilibration through education and justice. It begins 
when society has become complex enough to pass from 
policies of unification to those of liberalism and 
democracy. It is a common error of popular socio- 
logical thinking to conceive of philanthropic activities 
as a conscious combating of that order of nature which 
has its sources in physical phenomena, and which 
assumes in the organic world the form of the struggle 
for existence. In reality the philanthropic process is 
inevitable, and happily, here and there a student of 
social evolution is beginning to apprehend its nature 
and causation. 

Mr. Benjamin Kidd, for example, has attempted to 
prove that all real progress has its cause in a fact that 
he calls projected efficiency. Those organisms and those 
institutions survive, he tells us, that have potential 
qualities that will be realized in future race develop- 
ment. Mr. Kidd has in this hypothesis taken hold of 
a great truth, but I think that he has not stated it in 





168 American Economic Association [412 


legal forms of freedom that protect property and enter- 
prise, and that encourage competition among wage- 
earning laborers, while more than willing to restrict 
competition among themselves. An increasing density 
of population intensifies the struggle for existence. 
Class differentiation is hastened, and presently social 
cohesion is threatened through the exploitation of the 
weak by the strong. From the exploited comes the de- 
mand for wider opportunity and a larger share in mate- 
rial prosperity. It is perceived by the intelligent that 
if a disruption of the community through a revolt of 
the discontented, or a general revolution, is to be pre- 
vented, some limitation of the liberty of the strong to 
curtail the liberties of the weak must be imposed, and 
that practically this means a certain limitation of liberty 
by equality. It is under these circumstances that the 
ideal of equality arises, and that its influence over the 
multitude creates the democratic movement, as that 
term is understood in modern times. 

Certain conditions, however, must be fulfilled before 
this ideal can be converted into reality. We have seen 
that democracy is possible and normal in a homogeneous 
population. It is possible also in a population that is 
otherwise heterogeneous, if there is a practically uni- 
versal belief in the superiority of democratic forms; if 
the democratic ideal is a strongly dominant stimulus, 
calling forth the habitual response of nearly all men. 
Under these conditions there can be democracy, at least 
to the extent of majority rule. 

Democracy, however, is not necessarily more liberal 
than monarchy or oligarchy. In recent years we are 
witnessing abundant proofs that in its denial of the 
liberty of the individual a majority may be as despotic 
as an Italian tyrant, or a Turkish sultan. Democracy 





413] A Theory of Social Causation 169 


can be of the liberal sort under any one of three possible 
conditions. The first exists when the people are homo- 
geneous and equal. Co-operation then is spontaneous, 
and democracy is the normal form of organization. The 
second exists when an entire people, though otherwise 
heterogeneous, cherishes the ideal of liberty, and is 
sensitively responsive to it. The third exists when ex- 
treme inequalities of condition are being modified by 
an equilibration of energies in which the strong, instead 
of exploiting the weak, are succeeding through policies 
of helpfulness and justice, and by education, in develop- 
ing and lifting them up to a higher plane of social 


efficiency. 

Passing over the two conditions first named, we may 
profitably linger for a moment upon the process of 
equilibration through education and justice. It begins 
when society has become complex enough to pass from 
policies of unification to those of liberalism and 


democracy. It is a common error of popular socio- 
logical thinking to conceive of philanthropic activities 
as a conscious combating of that order of nature which 
has its sources in physical phenomena, and which 
assumes in the organic world the form of the struggle 
for existence. In reality the philanthropic process is 
inevitable, and happily, here and there a student of 
social evolution is beginning to apprehend its nature 
and causation. 

Mr. Benjamin Kidd, for example, has attempted to 
prove that all real progress has its cause in a fact that 
he calls projected efficiency. Those organisms and those 
institutions survive, he tells us, that have potential 
qualities that will be realized in future race develop- 
ment. Mr. Kidd has in this hypothesis taken hold of 
a great truth, but I think that he has not stated it in 





170 American Economic Association [414 


the clearest and most accurate way. We cannot say 
that an organism survives because of qualities or pe- 
culiarities of structure that would give it an advantage 
in another environment, or at some future time. It 
does not maintain itself in the struggle of the here and 
now because it has potentialities that will enable its 
offspring to survive in the terrestrial elsewhere and 
hereafter. Nevertheless, it is an elementary truth that 
certain organisms develop surplus energy, and that 
surplus energy sometimes enables them to survive under 
circumstances that would bring death to creatures less 
generously endowed. Now it is these organisms en- 
dowed with surplus energy that transmit to posterity a 
rich legacy of ability, or, in certain instances, convey 
to fellow-creatures of their own generation a freely 
given help. Of all the higher organisms, and especially 
of all successful individuals in human society, it must 
be said that any advantage that they enjoy they owe to 
an efficiency that was transmitted to them by their an- 
cestry, or freely made over to them by contemporaries 
endowed with surplus energy that has been expended 
in socially helpful ways. Of all the modes of socially 
distributed surplus energy, the most important are 
sympathy and its allied elements in the consciousness of 
kind. Given this force, the transformation of the weak 
by the strong necessarily becomes to some extent an up- 
lifting, instead of an exploitation. Given the equilibra- 
tion of energy through uplifting, there is a necessary 
growth of equality, and an increasing possibility of suc- 
cessful democracy of the liberal type. 


In communities of each type that has now been de- 
scribed there are characteristic social bonds. They are 
products of all the factors to which we have given con- 
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sideration, namely: the character of the environment, 
the size and composition of the population, and its de- 
gree of homogeneity, the dominant stimuli to which it 
responds, and the form of its co-operation. 

In the small and isolated population, ethnically and 
mentally homogeneous, there is a strong consciousness 
of kind, and the community is held together largely by 
acts of imitation and of kindness. 

In the small and heterogeneous community occupying 
some especially favored spot within a larger national do- 
main, as for example, a rich metalliferous tract to 
which men that were strangers to one another have 
come in pursuit of material well-being, the sympathetic 
element of the consciousness of kind, and other bonds 
that hold the kindred folk together, are relatively unim- 
portant. Through conflict between man and man a 
general condition of toleration is brought about, and a 
bond of spontaneous justice is gradually supplemented 
by good will and neighborly helpfulness. In such a 
community there is also spontaneous allegiance to dar- 
ing leadership; and a more or less contagious emotion 
may at times become a powerful social bond. 

In the compound population created by invasions and 
conquests, the power of the conquerors to inspire fear or 
reverence, and the obedience or loyalty of the conquered, 
are the chief social bonds. ‘These are permanent, how- 
ever, only if the character of the country, the economic 
opportunities, and the opportunities for adventure, are 
not such as to lead to a dispersion of the conquerors and 
a disintegration of their own social cohesion, as hap- 
pened throughout large parts of the Roman Empire, and 
especially in France, along the Rhine, and in northern 
Italy after the barbarian invasions. When such disper- 
sion occurs the political chaos and incessant petty con- 
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flict that follow result in the creation of bonds of intrigue 
and conspiracy. When, however, conflict has been car- 
ried far enough to eliminate elements excessively unlike 
and unequal, conspiracy gives place to relations of con- 
tract. In the political system a merely political sov- 
ereignty is developed into a legal sovereignty. Finally, 
when through assimilation a complex and highly differ- 
entiated population has become so far homogeneous in 
mental constitution and in culture that common ideals 
are cherished, especially ideals of liberty and of en- 
lightenment, the chief social bonds may consist in 
patriotism, fidelity, honesty, and unselfish social service. 


Each type of community gives rise to a certain type 
of social theory, and herein we have a final and especially 
interesting disclosure of the relation of environment to 
the intellectual processes when the phenomena collec- 
tively are looked upon as groupings of stimuli and 
response. 

The kindred community, living in an isolated environ- 
ment, can have only natural genesis theories of social 
origin. The community is pictured—as in the creation 
myths of our North American Indians—as sprung from 
a totemistic and matriarchal ancestry; or—as in the 
social traditions of the Semitic and Aryan stocks—as 
descended from a patriarchal family. In such com- 
munities also, the only conception of the psychological 
ground of the social relation itself that can be enter- 
tained is some form of the idea of natural brotherhood, 
a primitive germ of the notion that may afterwards be 
developed into the so-called sympathy theories of society. 

In the simple and homogeneous communities that are 
sometimes brought together by congregation when the 
economic opportunity attracts men of one kind only, as 
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for example, fisher folk, or woodsmen, or farmers, there 
can arise only those consciousness of kind theories that 
are reflected in the proverb, “birds of a feather flock 
together,” and natural justice theories of an elementary 
sort. 

In the heterogeneous society that is formed by a con- 
gregation of miscellaneous elements alike in little except 
a bold and adventurous disposition—such a society 
as was seen along the Ohio and the Mississippi rivers in 
the days of the voyagers and flat-boatmen, or, at a 
later time among the ranchmen of the great plains— 
where kinship ties count for nothing, and one man is as 
good as another, the only social philosophy possible is 
the brutal theory, uncritically accepted, that might 
makes right ; but when, later on, conflict has established 
an equilibrium of strength, and toleration emerges, the 
philosophy of might slowly gives place to theories of 
natural justice. 

Where a wide and bountiful environment has been 
conquered by invaders, and the invaded are being 
reduced to subjection under the hammering of a com- 
pact invading host, the only native theories of social 
causation are those of race or class conflict, and of po- 
litical sovereignty. If, subsequently, the invaders dis- 
perse, and as a class become disintegrated, as the 
Normans did in the days of Stephen, and as the Lom- 
bard invaders of Italy did, and a struggle of every 
group for itself, or even of every man for himself within 
the group, supervenes, until intrigue and conspiracy, 
such as prevailed in the decaying years of the feudal 
régime, reduce society literally to that state of nature 
that was described by Hobbes, no other social theory 
can be conceived than that one which was set forth by 
Machiavelli in the pages of “The Prince.” When, 
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however, out of such chaos a new social order emerges 
through an elimination of excessively antagonistic ele- 
ments, the way is prepared for a broader understanding 
and agreement. It is then that contract theories and 
legal sovereignty theories arise to explain the new 


condition. 

And at last, when the inhabitants of a compact state 
or of a great nation have undergone much assimilation, 
and their consciousness of kind has become both moral 
confidence and a comprehension of mind by mind, and 
when the ruder social bonds of obedience and justice 
have been transmuted into fidelity, honor and social 
service, there can arise a great variety of complicated 
explanations of so complex a social system. They may 
include evolutionist theories, psychological theories, 
developed forms of the contract theory, and, above all, 
idealistic theories expressive of the possibility of remod- 
elling society in accordance with some Utopian plan. 
It was after the age of Pericles that Plato dreamed 
“The Republic,” and in the Macedonian empire that 
Aristotle created “‘ The Politics.” 





A THEORY OF SOCIAL CAUSATION 
DISCUSSION 


ALBION W. SMALL: The substance of what the soci- 
ologists are likely to say about the present argument will 
be in the way of ratification and emphasis. The paper 
is a masterly survey of the whole field of sociology with 
the exception of its teleological section. Its main divi- 
sions are, first, an introductory account of the function 
of sociology ; second, proposal of a primary working hy- 
pothesis—like response to stimulus ; third, proposal of 
a secondary working hypothesis concerning the physical 
side of social causation, namely, the effect of environ- 
ment upon the composition of the population; and 
fourth, suggestions of a programme for interpreting 
the psychical side of social causation. The paper is in 
many ways an advance movement in sociological think- 
ing. It seems to me to justify its author’s tentative 
claim. It deserves to exert the constructive influence 
which I predict that it will have on American thought 
in our field. 

Having the paper as a whole in mind for illustration, 
rather than specific points in its contents, I will confine 
myself to a few generalities. A decade ago at a meet- 
ing of the American Economic Association in New 
York, one of our most respected economists frankly de- 
clared that, if he could have his way, no sociologist would 
ever be admitted to a university faculty without per- 
mission of the economists. Meanwhile, some of us 
have found the monotony of life not a little relieved 
by watching the process by which this genial dogmatist 


has triturated himself boldly into a most extreme form 
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of sociology. I want to go on record with the pre- 
diction that, in the lifetime of children already born, it 
will become impossible for anyone to be appointed to 
the humanities division of the faculty of any first-rate 
university or college, unless he can creditably sustain 
an examination in general sociology. I further predict 
that men of my own age will live to use such terms as 
ethnologist, historian, economist, politicial scientist, 
sociologist, without their present divisive and exclusive 
connotations. 

We shall perceive that if we are thoroughly intelli- 
gent about our work, we find it to be concerned not 
with different material, but with different relations of 
the same material. We are not one of these specialists 
to the exclusion of the other. We are one of them 
primarily and provisionally, but the nearer we get to 
the real meaning of our material, the more are we all 
of them ultimately and essentially, in proportions that 
reflect the real connections of the relations we try to 
interpret. 

The sociologists are actually reaching results that 
their colleagues in the other departments of human 
science cannot afford to neglect. These results are not 
yet to any considerable extent settled formulas of ex- 
planation. They are rather, as Professor Giddings has 
pointed out, apperceptive categories which mark greater 
or less removes of intelligence from naive conceptions 
in mere terms of time and space. ‘To emphasize further 
what we mean by this, I may say it is simply an acci- 
dent that sociologists have been supposed to be merely 
a sect of economic schismatics. On the contrary, the 
relations between the sociologists and the historians are 
much more fundamental and significant than those with 
the economists. The sociologist regards the economic 
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factor in the human process as only one strand in the 
cable of experience, while the task of the complete 
thinker is to run back all the strands, to explain their 
sources and how they are woven together, with the use 
of the whole after it is woven. Now it may be said 
that with the rise of the Austrian school economic 
theory virtually came into line with the method de- 
manded by the sociologist. Carl Menger told me last 
summer that in his opinion the phrase “ Austrian 
school” has no longer anything but a purely historical 
meaning. ‘All that I ever contended for,” he said, 
“has virtually been assimilated by every progressive 
economist, and there is no longer any reason for dis- 
tinctions on that line.” The Austrian school really 
fought the decisive battle for the psychological factor 
among economic forces. ‘The economic element in ex- 
perience thus takes its place with all the other elements 
to which the psychologic interpretation is applicable. 

But with the historians the case is different. Even 
with your permission, I might not dare to express myself 
fully if what I want tosay had not virtually been an- 
ticipated by the president of the Historical Association 
in his address at Philadelphia last, year. He would 
probably regard it as a distinct grievance if it were inti- 
mated that he is a sociologist, but there are signs that 
he could qualify for the guild. I am also informed 
that the same thing is evidently true of the president 
of the Historical Association this year, as shown by the 
paper read at the opening session of this meeting. 

In the first place, the historians do not seem to be 
agreed that their function involves any interpretation 
atall. To be sure, it is historical hearsay that all 
modern historical writing is from the “social point of 
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view.” Nevertheless, from the sociological standpoint, 
it is a constant question whether the historians have so 
much as heard that there be any social point of view. 
The social point of view is that every event in human 
life, whether the actors get a glimpse of its meaning 
or not, is really a part of a co-operative process, in 
which each detail has a meaning that comes from its 
connection with the whole. This viewing the incident, 
whatever it is, as a partial expression of the whole, 
with consequent discovery of the whole in the incident, 
and of the incident in the whole—this is the essence of 
the social point of view. Men who write history from 
any other outlook are simply newspaper reporters whose 
items are out of date. . 

But, beyond this fundamental difference, the quarrel 
of the sociologists with the historians is that the latter 
have learned so much about how to do it that they have 
forgotten what todo. They have become so skilled in 
finding facts that they have no use for the truths that 
would make the facts worth finding. They have ex- 
hausted their magnificent technique in discovering 
things that are not worth knowing when they get 
through with them. These discoveries may be taken 
up by somebody else and brought into their meaning 
relations, but history, as it is mostly written to-day, 
does not come within sight of those relations. The 
historians are locating cinders on the face of the glacier, 
but they overlook the mountain ranges that carry the 
glacier. 

When we once start to study human affairs, there is 
no stopping place, on any other ground than confession 
of mental incompetence, till we reach answers to these 
questions:—What are the essentials in human rela- 
tions? In what varieties do these essentials appear 
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under different circumstances? How do we account 
for these universals and their accidents? What pointers 
does this knowledge give us about our own conduct? 

In other words, we have not covered the first stage of 
social self-knowledge until we have summed up histori- 
cal experience in terms of the perpetual rhythm of de- 
velopment, accommodation, and satisfaction of human 
interests ; or, as Professor Giddings prefers to say, in 
terms of stimulus and response. The sociologists can 
do little toward this interpretation, that is, their per- 
spective and range of induction would be viciously in- 
complete, without calling on the historians; but the 
historians’ results are abortions if their growth is cut 
off before they pass into the stage of sociological 
generalization. 

Referring now to certain details of Professor Giddings’ 
argument, I would say that all possible difference of 
opinion among sociologists about its spirit and the 
strength of its main contention is a negligible quantity. 
His positions would have to be much less important 
than they are, however, if they could be accepted with- 
out reserve. In my own opinion, his primary hypoth- 
esis—" like response to stimulus” or “ consciousness of 
kind”—is inferior in importance to his secondary 
hypothesis of the effect of environment upon population. 
The former seems to me much less ultimate and much 
less fruitful than to Professor Giddings. I am bound to 
confess, however, that other sociologists have taken up 
his idea and have agreed with his estimate rather than 
mine. ‘To tell the truth I am sometimes worried by a 
suspicion that in my mental makeup there is some sort 
of a plagiaristic parasite that leads me to think an idea 
has always been familiar after someone has made it 
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plain. Perhaps that may account for my position in 
this instance, but since Professor Giddings first sug- 
gested this primary formula it has seemed to me that it 
either meant something which we had virtually taken 
for granted, and which we might accept without debate, 
or that it meant something more which would not prove 
to confirm its author’s estimate. 

Sociologists have not yet straightened out their ideas 
about popular misconceptions of physical science. We 
assume that something has been done which has not, 
and we are ambitious to duplicate that triumph in social 
science. We want to find the one “force” or the one 
“ principle”? that accounts for social history, just as we 
suppose the force of “evolution” or the principle of 
“ natural selection” accounts for physical history. But 
in the sense in which we use the word, evolution is not 
a “force,” it is a method, and an infinitely undiscovered 
method at that. ‘ Natural selection” is not a “ princi- 
ple,” it is a process, and the biologists to whom I go for 
information instruct me that they are just beginning to 
make out the rudiments of the process. What Lamarck, 
Darwin and Wallace generalized, and what Spencer 
phrased, is really the problem itself, not its solution. 
The scientists who are working on the philosophical 
frontier are busy in their approaches to the solution of 
the problem which these pioneers most successfully 
stated. Now, if Professor Giddings’ generalization 
“like response to stimulus” or “ consciousness of kind” 
carries any of this idea, that it identifies a force or prin- 
ciple that moves the world, I am unable to see the 
formula in that light. If, on the other hand, the 
phrases are merely convenient generalizations of the 
problems which Professor Giddings brilliantly attacks 
with this secondary hypothesis, and then with his 
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psychological propositions, they serve a purpose, yet 
hardly of the capital order which their place in the 
argument must be understood to imply. 

Before closing, I would express my admiration for 
the insight displayed in the third and fourth divisions 
of Professor Giddings’ paper. I believe he has there 
reached some cardinal contributions to sociology. I can- 
not refrain from pointing out once more in this connec- 
tion, however, that there is a vast void, which nothing 
but a new order of historical work can fill, between our 
present ignorance of actual social reactions and confirma- 
tion of such theories as Professor Giddings has proposed. 
We need to know, in the concrete, just how human 
interests have combined with each other in every variety 
of circumstance within human experience. There has 
never, to my knowledge, been a fairly successful attempt 
to schedule efficient human interests in general, till 
Ratzenhofer did it less than ten years agoin Das Wesen 
und Zweck der Polittk. With this work sociology 
attained its majority. Henceforth all study of human 
relations must be rated as provincial, which calculates 
problems of life with reference to a less comprehensive 
scheme of interests than his analysis exhibits. 

The sociologists are settling down to as strict and 
positive analysis of the sort of thing that takes place in 
human reactions as the chemists have carried on in their 
sphere. Men in other divisions of labor within the 
social sciences cannot afford to leave the sociologist out 
of the account. Professor Giddings’ position is impreg- 
nable, that we have something to say to each other, and 
that each of us needs the other’s help for the completion 
of his knowledge. 
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CHARLES Horton CooLrEy: In discussing this 
notable paper I wish to confine myself to only one of 
the fundamental questions upon which it touches, 
namely, that of the nature of history as regards cause 
and effect; and my aim will be to distinguish three 
ways of thinking about it; first, the materialistic, 
second, the idealistic, third, what I would call the or- 
ganic. In the preference I shall avow for the last, I 
hope that the distinguished author of the paper will, 
on the whole, agree with me, though I am not sure that 
he does not, here and there, show a certain leaning 
toward the first. 

The materialistic view assumes that physical condi- 
tions are in some sense original and ultimate causes of 
the movements of history; that they are primary, as 
compared, at least, with such complex products of the 
mind as institutions and social ideals, which are held to 
be secondary or derivative, though perhaps of equal 
immediate importance. The best-known representative 
of this way of thinking is Herbert Spencer, whose 
whole philosophy assumes the primacy of material facts 
and aims to show how mental and social facts grow 
out them. 

The primacy claimed for material elements must, I 
suppose, be a primacy either in time or in logic. As to 
time, I am unable to see from what I have learned of 
history and anthropology, that the physical aspect of 
life came before institutions and ideals, or was, generally 
speaking, of relatively greater importance in the past 
than at present. No doubt institutions and ideals have 
greatly developed, but no more, perhaps, than have 
economic activities. To me these seem to be co-ordinate 
phases of existence which have ever marched side by 
side. When I look back through the past I seem to see 
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human nature, language, institutions, modes of conflict, 
modes of getting a living, philosophies and aspirations, 
ever as one indivisible life, even as they are at present ; 
although certainly the whole and every phase of it be- 
comes cruder as we go back. We have learned from 
the works of Professor Giddings that we can no longer 
regard human nature as separable from language and 
other institutions ; the individual no more created these 
things than they created him, all is one growth. Even 
poetry is, in a sense, as old as man himself; for language 
is truly said to be fossil poetry, and language and human 
nature, we now believe, arose together. 

But have not the economic activities at least a 
primacy in logic, as being the necessary basis of every 
thing else? 

I cannot see that the getting of food, or whatever 
else the economic activities may be defined to be, is any 
more the logical basis of existence than the ideal activi- 
ties. It is true that there could be no ideas and institu- 
tious without a food-supply ; but no more could we get 
food if we did not have ideas and institutions. All 
work together, and each of the principal functions is 
essential to every other. 

Iam not sure that the feeling of the primacy of 
material conditions has any better foundation than their 
tangible and visible character which makes them stand 
out more clearly before the mind and gives an illusion 
of their independence. As they exist in society, or for 
us, they are really as plastic and changeable as thought 
itself. Social and psychological science is, in my 
opinion far too complaisant to that prejudice of the 
physical scientist which identifies the ideal with the 
vague, and wishes to have as little to do with it as 
possible. 
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I do not object to the interpretation of history from 
the materialistic point of view, so long as it is recog- 
nized that this is partial, deserving no logical preference 
over the idealistic point of view, and always needing to 
be balanced by the latter. But, sofaras I have noticed, 
writers who start from material data are inclined to 
hold not merely that this is a place to start but that it 
is the place; and, if so, I think they are justly charge- 
able with materialism. 

I do not quite agree with the paper in the view that 
materialistic interpretations fail to satisfy us only be- 
cause they have not explained the ideal. I should not 
be content with seeing how the ideal proceeds from the 
material, but I should wish also to begin at the other 
end and see how the material, as it exists in society, 
proceeds from the ideal. The industrial society of the 
nineteenth century for instance, is perhaps as much the 
result of the institutions and philosophies of the 
eighteenth as it is a cause of those which are to be in 
the twentieth. And, finally I should wish to unite 
these partial views so far as possible into a total or 
organic view, a perception of the living fact. 

I will not dwell upon the merely idealistic view of 
history, since it has little vogue at the present time. It 
has as much one-sidedness as the other. Looking upon 
thought as the causal force in all life it treats things as 
no more than its symbols. 

I would not, however, conceal my opinion that it is 
quite as plausible and legitimate, quite as scientific, if 
you please, to treat the human mind itself as the 
primary factor in life, and history as its gradual unfold- 
ment, as it is to begin with the material. Why should 
the stimulus or spur of progress be ascribed to things 
more than to the mind itself? 
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The organic view of history denies that any factor or 
factors are more ultimate than others. Indeed it denies 
that the so-called factors—such as the mind, the various 
institutions, the physical environment, and so on—have 
any real existence apart from a total life in which all 
share in the same way that the members of the body 
share in the life of the animal organism. It looks upon 
mind and matter, soil, climate, flora, fauna, thought, 
language and institutions as aspects of a single rounded 
whole, one total growth. We may concentrate atten- 
tion upon some one of these things, but this concentra- 
tion should never go so far as to overlook the subordina- 
tion of each to the whole, or to conceive one as prece- 
dent to others. 

One who holds this view is not content to inquire 
whether the economic interpretation of history is the 
fundamental one. Back of that, he thinks, is the ques- 
tion whether there is, in fact, such a thing as a funda- 
mental interpretation of history, in the sense that one 
aspect of society is in its nature more ultimate than 
others; whether life actually proceeds in a one-two- 
three manner, and not, rather, in a total manner, each 
special phase of it at any given time being derived not 
merely from some other special phase but from the total 
condition of mankind in the preceding epoch. He be- 
lieves that life, go back as far as you will, is a progres- 
sive transformation of a whole, in which the ideal, in- 
stitutional and material phases are co-ordinate and in- 
separable. 

History is not like a tangled skein which you may 
straighten out by getting hold of the right end and fol- 
lowing it with sufficient persistence. It has no straight- 
ness, no merely lineal continuity, in its nature. It isa 
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living thing, to be known by sharing its life, very much 
as you know a person. 

In the organic world—that is to say in real life—each 
function is a center from which causes radiate and to 
which they converge ; all is alike cause and effect ; there 
is no logical primacy, no independent variable, no place 
where the thread begins. As in the fable of the belly 
and the members, each is dependent upon all the others 
You must see the whole or you do not truly see any- 


thing. 


Supposing that this organic conception is a just one, 
what practical bearing, let us ask in conclusion, has it 
upon the method of expounding or of comprehending 
history ? 

It by no means discredits the study of history from 
particular points of view, such as the economic, the 
political, the military, the religious. The whole is so 
vast that to get any hold of it we need to approach it 
now from one point of view, now from another, fixing 
our attention upon each phase in turn, as all the world 
did, a few years ago, upon the influence of sea-power 
when Captain Mahan’s work appeared. But no study 
of a special chain of causes can be more than an incident 
in that perception of a reciprocating whole which I take 
to be our true aim. 

If we think in this way we shall approach the com- 
prehension of a period of history very much as we 
approach a great work of organic art, like a gothic 
cathedral. We view the cathedral from many points 
and at our leisure, now the front and now the apse, now 
taking in the whole from a distance, now lingering near 
at hand over the details, living with it, if we can, for 
months; until gradually there arises a conception of it 
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which is confined to no one aspect but is, so far as the 
limits of our mind permit, the image of the whole in all 
its unity and richness. And it is such a view as this at 
which we aim in the study of history. Every competent 
student may help us, whether his work is narrative or 
philosophical, large or minute, written from one point 
of view or several; but after all what we would like to 
get is nothing less than a living familiarity with the 
past, so that in the measure of our faculty, we might 
actually possess it in something of the various unity of 
life itself. 


LESTER F. WARD: The time allowed for discussion 
seems to require its restriction to some one salient point 
in Professor Giddings’ comprehensive paper. The 
strongest point he makes, as it seems to me, is that in 
which he treats the three stages in the development of 
a people, and which he correctly designates as those of 
unity, liberty, and equality respectively. These three 
stages may, however, with equal propriety be designated 
as so many different steps in the attainment of human 
freedom. The stage of unity may be called that of 
national freedom, the stage of liberty that of political 
freedom, and the stage of equality that of social freedom. 

The first and prime requisite during the early efforts 
at nation forming, following upon conquest and subju- 
gation, is the consolidation of the amalgamating group 
into a national unit capable of withstanding the en- 
croachments and attacks of other outside groups. Until 
this is attained none of the subsequent steps can 
be taken. But it involves the elaboration of the 
crude and antagonistic materials into the only kind 
of order or organization of which they are capa- 
ble, viz., the politico-military organization. The sali- 
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ent features of such an organization, are extreme 
inequality, caste, slavery, and stern military domina- 
tion. It is during this stage that the individual system 
is sketched on the broad lines of social cleavage, re- 
sulting in the three great fundamental social tissues, 
the ruling class or ectoderm, the proletarist or entoderm, 
and the business class or mesoderm of the primitive 
state. They form a strong bulwark and enable the 
inchoate state to defend itself against hostile ele- 
ments from without during the subsequent stages in 
social assimilation. They secure the first great pre- 
requisite—national freedom. 

But individual liberty is at its minimum. The con- 
quered race, which always far outnumbers all other 
elements, is chiefly in bondage, and the great struggle 
for political liberty begins. Ultimately, as the history 
of the world shows, this is in large measured attained. 
Throughout antiquity, the Middle Ages, and down to 
the middle of the nineteenth century, this was the 
great, all-absorbing issue—political freedom. One after 
another the bulwarks of oppression—slavery, serfdom, 
feudalism, despotism, monarchy in its true sense, no- 
bility and priestly rule—fell, the middle or business 
class (60urgeotste) gained the ascendant, which it still 
holds, and political liberty was attained. 

So all-important did this issue seem that throughout 
the eighteenth century and down to near our own time 
it was confidently believed that, with the overthrow of 
political oppression and the attainment of political free- 
dom, the world would enter upon the great millennium 
of universal prosperity, welfare, and happiness. 

But, as Professor Giddings has shown, this was far 
from the case. As sages predicted, events have proved 
that there remains another step to be taken. Another 
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stage must be reached before any considerable degree of 
the hopes that were entertained can be realized. Pro- 
fessor Giddings calls this the stage of eguality. I pre- 
fer to designate it as the stage of social freedom. ‘The 
world is to-day in the throes of this great third struggle. 
Military oppression and royal oppression have been 
abolished. Slavery, serfdom, feudalism, have disap- 
peared. Autocracy and aristocracy no longer rule. 
The power of royalty, of the priesthood, of the nobility, 
has been broken. The civilized world is democratic, 
no matter by what name its governments are called. 
The people rule themselves by their sovereign votes. 
And yet, never in the history of the world was there 
manifested greater unrest or greater dissatisfaction with 
the state of things that exists to-day. National free- 
dom and political freedom have been achieved. Social 
freedom remains to be achieved. The race struggle and 
the political struggle are practically over and we are in 
the midst of the industrial struggle. The military 
power, the sacerdotal power, and the power of the no- 
bility have given way to the economic power or the 
power of wealth. This last is now being challenged 
by the industrial power or the power of labor. The 
first and second estates have surrendered their scepter 
to the third estate, which is as nearly “everything” as 
the Abbé Seyés could have desired. The ominous 
rumbling that we now hear in the lower strata of the 
social world is due to the coming to consciousness 
of the fourth estate. The social strata that consisted 
first of slaves and serfs and then of peasants and 
laborers, now embrace the voters of democratic states. 
It would be well if historians would turn aside for a 
time from the study of military and political events 
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and begin the study of the most important of all hu- 
man events, the rise of the proletariat. 

I have in these few words sought merely to state the 
problem, not to solve it. History will solve it as it 
solves all problems, and while it would be presumptious 
of any one to venture a prediction, the history of the 
past seems at least to establish one principle, which is 
that the entire movement I have sketched is one move- 
ment, and that its direction is ever the same and irre- 


versible. 


GEORGE LL. BuRR: I have listened with much interest 
to the speculations of Professor Giddings. But, if you 
ask me as a student of history for a verdict upon them, 
I can only make the plea which I think the lawyers call 
“confession and avoidance”. They are very fine. They 
may well be very true. But the thing of which Pro- 
fessor Giddings is talking is not history. 

The law of language is use. Words, like people, have 
their vested rights. And history is an ancient word. 
From Herodotus to Mommsen it has had a recognized 
meaning. Iam not so rash as to hazard here a defini- 
tion: it is not needed. The very grievance of Pro- 
fessor Giddings is that the word has never meant what 
he would now make it mean. Supported by his charges, 
I may at least dare to admit that the theme of history 
has been the lives and deeds of individuals—individual 
men, individual peoples, individual states, individual 
civilizations,—that its method has been, not biologic, 
but biographic,—and that its prime aim, however ob- 
scured now and then by the prepossessions, theologic or 
sociologic, of a historian, has always been, in the simple 
phrase of Ranke, to learn and to tell “ wze es eigentlich 
gewesen ist” —how it actually was. 
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But, says Professor Giddings, this is not a science. I 
do not know. I do not greatly care. It is not the 
sciences alone which have a right to their names and to 
their fields. There are the literatures and the arts. 
Science is, after all, but an old Latin word for knowl- 
edge; and I gladly grant that knowledge is not the 
highest aim of history. It is no historical senti- 
mentalist, no mere quibbling pedagogue, but the great 
constitutional historian of England, who holds the chief 
worth of history to lie, not in the knowledge it gives, 
not even in its training of the imagination, the sym- 
pathy, the insight, the judgment, but in the growth it 
brings to him who studies it for its own sake. It is 
travel, acquaintance, experience, life. History zs 
society. Where else will the sociologist find that past 
with which he deals? Even of yesterday he knows 
only through the newspaper; and the newspaper is 
history. 

Yet is it so sure that history is not a science? It is, 
indeed, not a natural science. In the days of Pytha- 
goras nothing could be a science which could not be 
reduced to terms of mathematics. In the Middle Ages 
all science was forced to be metaphysical. Only the 
syllogism was proof. To-day it is the turn of the 
natural sciences. 

‘*T am the Master of this College, 
What I know not is not knowledge.’’ 

To Professor Giddings, history, without classification 
and induction, is but “a chaos of unassorted facts.” It 
must be developed like descriptive botany and compara- 
tive anatomy, and so made “a true explanatory science.” 

Yet even President Seligman allows us the alternative 
of being ‘‘a method.” Is it quite sure, while as yet we 
have no admitted classification of the sciences, that a 
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method is not the adequate criterion of a science? And 
is it wholly clear that we have no field of our own, we 
who neither deduce nor generalize? When, in the pro- 
cess of nature, there came into existence the phenomena 
of organic life, there was born a need for something 
other than the physical sciences. There was nothing, 
even now, which physics might not weigh and chem- 
istry analyze; but to the sympathetic understanding of 
the subtle processes of life there was a nearer and less 
clumsy way, and the biological sciences were born— 
botany and zoology, morphology and physiology. So, 
too, at a later stage, there come into view yet other 
phenomena,—the phenomena of personal consciousness 
and choice ; and, not because of any break in the order 
of nature, but merely because of the accident that we 
ourselves are men and women, endowed with conscious- 
ness and choice, there is open to us a door for the im- 
mediate understanding of these conscious, choiceful acts. 
They need for us neither demonstration nor explana- 
tion: we see and we understand. The method of 
history, says Droysen, is “ forschend zu verstehen.” 
Why, even the philosophers, who were wont so loftily 
to lay down the law for the sciences, have at last be- 
thought them to notice what history is, as well as what 
it ought to be. The experimental psychologists them- 
selves, who seemed about to surrender to natural sci- 
ence the very stronghold of metaphysics, have come 
to our help. A Dilthey has shown why history must 
forever deal with the individual and the concrete, and 
must rest on biography as the social sciences do on an- 
thropology. A Simmel has made it clear that the 
knowledge we gain of other men and other ages by 
living ourselves into their lives is a real knowledge. 
A Wundt has shown the impossibility of historical laws, 
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and has pointed out that even when history uses the 
comparative method, it is not, as in the natural sciences, 
for induction and generalization, but only to find for a 
group of phenomena their explanation within them- 
selves or in the familiar laws of human nature. A 
Rickert has found in history the science of reality, 
the necessary complement of the sciences of abstrac- 
tion and generalization. 

I would like to meet the argument that a method 
which individualizes must lose itself in a wilderness of 
details ; but I must not overstep my time. Yet I can 
not close without protesting that the historian has no 
wish to do without the generalizing sciences. Politics, 
economics, ethics, are not history; but they are in- 
dispensable to history. The audacious generalizations 
of a Buckle were not useless because the new science 
which they helped give birth is now called, not history, 
but anthropo-geography. We are not the less grateful 
to a Taine because we must count much of his work 
folk-psychology. And even that ambitious compre- 
hensive study, be it science or be it philosophy, which 
the Germans still call the philosophy of history, but 
which the followers of Auguste Comte in France and 
England and America prefer to know as sociology, may 
well have for us its own high use, if we can ever agree 
as to its province and its name. 

But not less do these need history, and history as it 
is. History alone can teach them to find and to test 
their own materials. History alone can give them the 
atmosphere which permits their work. 


WILLIS Mason WEsT: On the train down from 
Chicago, and since our arrival in New Orleans, I have 
busied myself in collecting opinions of historians as 
13 
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to what sociology is or ought to be. Of course, I have 
found no one who will accept as satisfactory the rela- 
tionship between history and sociology set forth to-night 
by the sociologists. Indeed, I have found no one who 
believes that there can be a profitable sociology, as these 
gentlemen use the term ;—no one who believes that 
there can be now a satisfactory philosophy of history 
and universal science of society. It is to be hoped that 
this will not disturb the sociologists any more than the 
sociologists’ definitions of history disturb the historians. 

If Professor Giddings’ paper be representative of the 
sociologists’ position, Ido not despair of some slight 
progress even towards agreement, though it may be 
only agreement to let each other alone. The older 
sociologists have been somewhat too fond of implying 
that history for the most part is worthless, and that 
whatever of good there is in it may be found better in 
sociology. If we partially forgive these older writers, 
in consideration of the unscientific character of the older 
history, what shall we say of M. Taarde, who only the 
other day spoke flippantly of history as a “motley suc- 
cession of fantastic paintings?” And what shall we 
say of those sociologists who have slipped into that 
tone in this discussion? Of course no headway is to 
be made in this way; historians are merely tempted 
to retort that sociologists can ill afford to fling these 
disagreeable missiles about so recklessly, until they 
move into less breakable and less transparent houses 
than those that have so far sheltered them. 

Happily Professor Giddings is more just and more 
generous. He recognizes three stages in the study of 
past social events: a first stage where such events are 
arranged only according to chronology ; a second stage 
where they are arranged according to likeness in func- 
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tion or structure; and a third stage, which he hopes 
may be attained, where they are “correlated with their 
underlying causes,” so as to give a “ rational, or explan- 
atory arrangement.” In the first stage, Professor Gid- 
dings calls this study history; in the second stage, he 
still calls it history ; in the third stage he intends to call 
it—sociology! Now if this is merely a question of 
terminology, it does not matter; if, on the other hand, 
important practical consequences are to follow from the 
terminology, let us be clear as to what they are. 

Professor Giddings recognizes that history has made 
“some progress” from the unsatisfactory chronological 
stage into the more scientific structural stage. It has 
advanced from the stage of the natural history of Buffon 
to the stage of the botany of Linnzeus or the zoology of 
Cuvier. Very well! And when the Darwin comes, to 
organize history in a higher way, he may call it soci- 
ology if he wants to, but he must be a historian, as the 
Darwin of biology was a botanist and zoologist. The 
historians will acknowledge no terminology that con- 
flicts with this fact; and for the present they deny the 
possibility of a Darwin for historical matter anyway. It 
is on these two points that Professor Giddings parts 
company with us. 

Curiously enough, some have held the historians 
responsible for the division of the study of social life 
into wholly separate and reciprocally exclusive fields. 
This separation is just what the historians deny. It is 
our friends, the political scientists and the sociologists, 
who, coming late into the land, have built up their 
fences at will and warned the “ mere historian ” off their 
particular preserves; though, to be sure these gentle- 
men have a pleasant proneness to ignore their fences 
when they see anything they want on the historical side. 
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I trust I may be pardoned if I draw upon my per- 
sonal experience for an illustration of this readiness to 
claim for other fields anything that the proprietors 
recognize as good in history. Some time since, I put 
forth a modest text-book in history. A friend of mine, 
who happens to be a professor of political science, speaks 
of the book to his classes, closing with the climax that 
Mr. West is not a “mere historian,” but that he is 
really “something of a political scientist!” And then 
I have another friend who is a professor of political 
economy; this gentleman writes me delightful praise 
but adds that really 1 am, or ought to be, not a historian, 
but a political economist! I regret that I cannot com- 
plete the story by relating that I have been claimed in 
like manner as a sociologist. Had the book been good 
enough, no doubt I should have been so styled by some 
partial sociologist. But even then I should have been 
constrained to decline the compliment, along with these 
others, and to rest content with the title of a student 
and teacher of history,—‘ mere” history, too. At the 
same time, I have no objection in the world to these 
gentlemen coming into the historical field to gather 
wherewithal to build their theories; indeed, I only 
object that they don’t come enough, and that they 
gather somewhat at random when they docome. No, 
it is not the historians who mark off exclusive fields. 

Historians do object to any quaint assumption of a 
division of labor that tries to exclude them from 
reasoning about history. Possibly it would not be al- 
together unreasonable to object to an assumption that 
anyone else is better qualified than the historian to 
reason about history. The attitude of the men who 
theorize so freely on the results of the historians’ work 
seems to us to be one or the other of these two positions. 
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Some of the theorists say to us, “‘ Why, you go out, 
do the digging and grubbing; then bring us what you 
find, and we will tell you what it means; we will give 
it ‘intelligible order.’” Is it possible these gentlemen 
wish to dance without paying the fiddler? Or is it 
simply that they fail to understand how much this 
dancing costs? In any case, there are two good reasons 
why such a differentiation of function will not come to 
pass. First, the historians will not take the part 
assigned; rest assured, if we find anything worth 
“arranging,” we are going to arrange it ourselves, 
without consulting men who are not historians. And, 
secondly, we couldn’t perform this act of self-efface- 
ment if we would ; there are so few periods for which 
the history is yet definitely established (this is a his- 
torical secret, to be spoken in whispers) that only a 
student trained in historical method and practice can 
really tell what is good in historical writing and what 
is not—for the purpose of a final philosophy. And 
thus, when theorists who are not historians do dip into 
historical literature to get some basis for their ideal 
structures, the historians too often are moved to unholy 
mirth. 

A more considerate school of theorists say only, as I 
understand Professor Giddings to do,—‘ But you his- 
torians refuse to generalize ; ard so we sociologists are 
forced to try to find some system for your facts.” Yes, 
historians do refuse to try any universal generalization. 
The sociologist may think it is because we are not so 
near the facts that we can’t see relationships ; we think, 
of course, that we appreciate better the tremendous 
complexity of the material, the absolute impossibility 
in the present condition of human knowledge of cap. 
ping the life of society with any one formula. 
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Some years ago at a meeting of this kind, if I re- 
member rightly, a daring speaker told the sociologists 
that their “science” was only the “ residuary legatee of 
a defunct and discredited philosphy of history.” And 
in all seriousness I ask, what is sociology but an attempt 
to build a new philosophy of history,—a philosophy 
transformed by the new conceptions of physical science ? 
Of course we agree with the sociologists that such a 
philosophy is highly desirable ; the more optimistic of 
us hope that some time, in the dim future, it may be 
achieved. But we think that this philosophy, when- 
ever it comes, will be built by historians; and we think 
its coming is so problematical, or at least so distant, 
that at present we need not concern ourselves with 
speculations about it. The sociologists courageously 
rush in, where historians—in closer touch with facts— 
decline to spin cobwebs. But we have no objection 
whatever to these other gentlemen theorizing all they 
please, however we may regret what seems to us mis- 
directed effort ; and even the most conservative among 
us will expect to draw useful hints or warnings from 
their guesses. 

This then is the relation between history and soci- 
ology with which I am concerned. We must let each 
other alone, with as much of charity and good will as 
may be. The historian is willing that the sociologist 
should speculate upon history; but he does insist upon 
two things: the historian must be at liberty, as a hzs- 
torian, to reason upon history himself, so far as he sees 
it possible ; and he must be allowed to carry his studies 
over from yesterday into to-day, when he thinks it 
expedient. He must be able to do these things without 
being called names,—either political scientist or soci- 
ologist. We will respect no fences that interfere with 
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our rights in these two matters. In return we will 
allow you gentlemen perfect liberty in our field,—and 
we will not call you historians, either. 


FRANKLIN H. GippINGs: The only comment that I 
wish to make upon this discussion of my paper may be 
put in the form of a question. Do the historians wish 
to include the problems of social causation within the 
field of history, or to exclude them, as foreign to the 
historians proper task? I care nothing for mere labels. 
If history properly comprehends an examination of the 
problems that I have set before you to-night—and I 
gather from the remarks of Professor Burr and Professor 
West, that they think it does—I am quite as ready to 
hear these studies called history as to hear them called 
sociology. If, however, history has no business to 
meddle with such questions, and if the historian ought 
to hold—as I understand Professor Emerton to hold— 
that the study of social causation is an impossible 
undertaking, that can end only in vague and worthless 
generalization—the historian cannot reasonably object 
if those who, like myself, hold a different opinion, take 
to themselves another name, and attempt in their own 
way to build up a branch of science in which these 
problems are made the central themes of investigation. 
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translated from the French by FREDERICK CLARKE, formerly Taylo- 
rian Scholar in the University of Oxford. With an Introduction by 
the Rt. Hon. JAMES BRYCE, M. P., author of ‘‘The American Com-~ 
monwealth,”’ etc, Two vols. Cloth, 8vo. $6.00 net, 
A systematic history of party organization in England and the United 
States of great dramatic interest. 


A HISTORY OF POLITICAL THEORIES, 
Ancient and Medieval. 


By WILLIAM A. DUNNING, Professor of History in Columbia University, 
Author of ‘‘ Essays on the Civil War and Reconstruction,’’ etc. 
Cloth, 8vo. $2.50 net. ( Postage 18 cts.) 


” Prof. Dunning’s volume is as timely as it is unique, and doubly 
timely because it is unique. . . . admirable in interesting suggestive- 
ness and in clearness of insight. It deserves a place by the side of 
Lecky’s History of European Morals.’’—Comm’! Advertiser. 


THE STORY OF THE MORMONS 
From the Date of their Origin to the Year 1901. 
By WILLIAM ALEXANDER LINN, sometime Managing Editor of the 
New York Evening Post. Cloth, 8vo. $4.00 net. ( Postage 21 cts.) 


‘In summing up our opinion of this book we can unhesitatingly say 
that it stands to-day as the one comprehensive history of the Mormons 
which can be accepted as unbiased and accurate.’’—Aaltimore Sun. 


‘*Mr. LINn’s history is likely to be the standard for years to come.’’ 
—The New York Sun- 
THE LOYALISTS IN THE AMERICAN REVOLUTION: 


A History of the Political and Social Struggle between the 
American Whigs and Tories. 


By CLAUDE HALSTEAD VAN TYNE, Ph.D., Senior Fellow in Ameri- 
can History, University of Pennsylvania. Cloth, r2mo. $2.00 net. 
‘*There have been numerous books dealing with the loyalists of dif- 
ferent States, but Mr. Van Tyne’s is the first to give a calm and dis- 
passionate sketch of the general treatment of the loyalists and of the 
conditions of life during the American Revolution.—/hila. Ledger. 


Books published at NET prices are sold by booksellers evcrywhere at the 
advertised NET prices. 

When delivered from the publishers, carriage, either postage or express- 
age, is an extra charge. 


THE MACMILLAN COMPANY, 


66 FIFTH AVENUE, NEW YORK 





Street Railways 


OF 


Chicago 


The Results of an Examination of the Books of Account and 
Corporation Records of the Street Railways of Chicago 
for the Civic Federation. 


The only study of its kind in existence. 


Edited by 
Dr. MILO ROY MALTBIE. 


EDMUND F. BARD, 
Accountant, 


The best exposé of American Street Railway Finance now extant. 
—Annals of the American Academy. 


8vo, 160 pages. Cloth bound, 50 cents, 
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Reform Club Committee on City Affairs, 
50-52 Pine Street, 
New York City 





Studies in History, Economics, and Public Law 


— EDITED BY — 
THE FACULTY OF POLITICAL SCIENCE 


OF COLUMBIA UNIVERSITY 


RECENT NUMBERS 


VOLUME XII, 1899-1900.—586 pp. 
Price $3.00 ; Bound $3.50. 
. HISTORY AND FUNCTIONS OF CENTRAL LABOR UNIONS. By William Maxwell Burke, 
Ph.D. Price $1.00. 
. COLONIAL IMMIGRATION Laws. By Edward Emberson Proper, A.M. Price 75 cts. 
. HISTORY OF MILITARY PENSION LEGISLATION IN THE UNITED STATES. By William 
Henry Glasson, Ph.D. Price $1.00. 
. HISTORY OF THE THEORY OF SOVEREIGNTY SINCE ROUSSEAU. By Charles E. Mer- 
riam, Jr., Ph.D. Price $1.50. 
VOLUME XII", 1900-1901.—570 pp. 
Price $3.50; Bound $4.00. 
. THE LEGAL PROPERTY RELATIONS OF MARRIED PARTIES. By Isidor Loeb, Ph.D. 
Price $1.50. 
. POLITICAL NATIVISM IN NEW YORK STATE. By Louis Dow Scisco, Ph.D. Price $2.00. 
. THE RECONSTRUCTION OF GEORGIA. By Edwin C. Woolley, Ph.D. Price $1.00. 
VOLUME XIV, 1901. 
LOYALISM IN NEW YORK DURING THE AMERICAN REVOLUTION. By Alexander Clar- 
ence Flick, Ph.D. Price $2.00. 
. THE ECONOMIC THEORY OF RISK AND INSURANCE. By Allan H. Willett, Ph.D. 
Price $1.50. 
. To be announced hereafter. 
VOLUME XV, 1902.—427 pp. 
Price, $3.00; Bound, $3.50. 
CRIME IN ITS RELATIONS TO SOCIAL PROGRESS. By Arthur Cleveland Hall, Ph.D. 


VOLUME XVI, 1902-1902. 

. THE PAST AND PRESENT OF COMMERCE IN JAPAN. By Yetaro Kinosita, Ph.D, Price 
$1.50. 

. THE EMPLOYMENT OF WOMEN IN THE CLOTHING TRADE. By Mabel Hurd Willett, 
Ph.D. Price $1.50. 

. THE CENTRALIZATION OF ADMINISTRATION IN OHIO. By Samuel P. Orth, Ph.D. 
Price $1.50. 

VOLUME XVII, 1903. 

. CENTRALIZING TENDENCIES IN THE ADMINISTRATION OF INDIANA. By William A. 
Rawles, Ph.D. Price, $2.50. May also be obtained bound, price $3.00. 

. PRINCIPLES OF JUSTICE IN TAXATION. By Stephen F. Weston, Ph.D. Price $2.00. 


VOLUME XVIII, 1903.—753 pages. 

Price $4.00; Bound $4.50. 
. THE ADMINISTRATION OF IOWA. By Harold Martin Bowman, Ph.D. Price $1.50. 
. TURGOT AND THE SIx EDICTS. By Robert P. Shepherd, Ph.D. Price $1.50. 
. HANOVER AND PRUSSIA. By Guy Stanton Ford, Ph.D. Price $2.00. 


VOLUME XIX, 1903-1904. 
1. JOSIAH TUCKER. ECONOMIST. By Walter Ernest Clark, Ph.D. Price $1.50. 


The set of eighteen volumes (except that Vol. II can be supplied only in unbound Nos. 
2and 3and Vol. IV only in unbound numbers Nos. 1 and 3) is offered bound for $56 


For further information apply to 
Pror. Epwin R. A. SELIGMAN, Columbia University, 
or to THE MACMILLAN ComPpANy, New York. 
London: P. S. Kinc & Son, Great Smith St., Westminister. 
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The Quarterly Journal of Economics 


Published for Harvard University 


Books, Periodicals, and Manuscript to be addressed, ED- 
ITORS of QUARTERLY JOURNAL OF ECONOMICS, 


Cambridge, Mass. 
Business letters, to be addressed, GEORGE H. ELLIS 


CO., Publisher, 272 Congress St., Boston, Mass. Sub- 
scription $3.00 a year. 


Editor, F. W. TAUSSIG. 


Associate Editors, T.N. CARVER, W. Z. RIPLEY, C.J. BULLOCK, 
A. P. ANDREW, E. F. GAY. 


CONTENTS FOR FEBRUARY, 1904. 
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II. The Ricardian Theory of Gold Movements and Professor Laughlin’s 
, 0 ee ee eee A. C. Whitaker 
III. The Fund at Boston in New England .. . . Andrew McFarland Davis 
IV. The Massachusetts Business Corporation Law. . . . Grosvenor Calkins 


Notes and Memoranda : 
The Variation of Productive Forces. Further comment. . A. W. Flux 


Canal Enlargement in New York State. ....... John A. Fairlie 
The New Nebraska Revenue Law. ......... Victor Rosewater 
Car Service Reform in the United States... ...... W. H. Price 


The Steel Corporation’s Bond Conversion. A Correction. 
Edward B. Whitney 


Recent Publications upon Economics. 


CONTENTS FOR MAY, 1904. 


I. The End of the Mexican Dollar. .......... A. Piatt Andrew 
II. The Doctrine of the Distribution of Maintenance and Some of its Ap- 
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III. Precedents for Defining Capital ............ Irving Fisher 
IV. The New York Building Trades... ....... John R. Commons 


Notes and Memoranda : 
The Variation of Productive Forces: A Rejoinder . Charles J. Bullock 
a a eee ee eee T. N. Carver 
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Records of the Past an Asiatic Russia. 


ASIATIC RUSSIA. 


‘*A work of highest authority, presented with literary grace and skill... 
The result of prodigious scholarship and wide observation presented in easy, 
readable style.”’— Zhe Critic. 





THE RECORDS OF THE PAST. 


A new monthly periodical published at Washington, D. C., under the edi- 
torship of Rev. Henry Mason Baum, D.C.L., with Mr. Frederick Bennett 
Wright as assistant. Each number contains thirty-two quarto pages, accom- 
panied with numerous elegant illustrations. 
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(Edited by H. B. ADAMS, 1882-1901.) 
J. M. VINCENT, J. H. HOLLANDER, W. W. WILLOUGHBY, Editors. 


TWENTY-SECOND SERIES 1904. 


Subscription for the regular Annual Series, comprising about 600 pages, 
with index, $3.00. 

For the year 1904 the titles given below are now announced, and other 
numbers will follow from time to time. 


A TRIAL BIBLIOGRAPHY OF TRADE UNION DOCUMENTS. Prepared by the Eco- 
nomic Seminary and edited by Dr. G. E. Barnett. 

WHITE SERVITUDE IN MARYLAND, 1634-1820. By E. I. McCormac. 

DESCRIPTIONS OF MARYLAND. A bibifographical « contribution, compiled chiefly 
from works of travel. By B.C. Steiner. 

THE FOREIGN COMMERCE OF JAPAN SINCE THE RESTORATION. By Y. Hattori. 

MUNICIPAL PROBLEMS IN MEDIAEVAL SWITZERLAND. By J. M. Vincent. 

DU PONT DE NEMOURS AND AMERICAN AFFAIRS. By J. H. Hollander. 

ADMINISTRATION OF HORATIO SHARPE, GOVERNOR OF MARYLAND, 1753-1768. 


By J. W. Black. 
ANNUAL SERIES, 1883-1903. 


SERIES I.—Local Institutions, 479 pages. $4.00. 

SERIES II.—Institutions and Economics. 629 pages. $4.00. 

SERIES III.—Maryland, Virginia and Washington. 595 pages. $4.00. 

SERIES IV.—Municipal Government and Land Tenure, 600 pages. $3.50. 
SERIES V.—Municipal Government, History and Politics. 559 pages. a 
SERIES VI.—The History of Co-operation in the United States. 540 

SERIES VII.—Social Science, Municipal and Federal Government. 28 cones. re. 
SERIES VIII.—History, Politics and Education. 625 pages. $3.50. 

SERIES = —Education, History and Politics. 640 pages. $3.50. 

SERIES X.—Church and State : Columbus and America. 630 pages. $3.50. 
SERIES XI.—Labor, Slavery and Self-Government. 574 pages. $3.50 

SERIES XII.—Institutional and Economic History. 626 pages. $3.50. 

SERIES XIII.—South Carolina, Maryland and Virginia. 606 pages. $3.50. 
SERIES XIV.—Baltimore, Slavery and Constitutional History. 592 pages. $3.50. 
SERIES XV.—American Economic History. 618 pages. $3.50. 

SERIES XVI.—Anglo-American Relations and Southern History. 624 pages. $3.50. 
SERIES XVII.—Economic History : Maryland and the South. pages. $3.50. 
SERIES XVIII.—Taxation in the South: Church and Education. 532 pages. $3.50. 
SERIES XIX.—Diplomatic and Constitutional History. 650 pages. $3.50. 
SERIES XX—Colonial and Economic History. 622 pages. $3.50 

SERIES XXI—Indiana, North Carolina and Maryland, 580 pages. $3.50. 


RECENT EXTRA VOLUMES. 


INTRODUCTION TO THE STUDY OF THE CONSTITUTION. By M. M. Conmn. 
2sopp. Cloth. $1.50. 

THE OLD ENGLISH MANOR. By C. M. ANDREWS. 280 pp. Cloth. $1.50. 

THE SOUTHERN QUAKERS AND SLAVERY. By STEPHEN B. WEEKS. 414 pp. 
Cloth. $2.00. 

or eo OF THE FRENCH REVOLUTION. By C.D. HAZEN. 325 
pp. Clot 2.00. 

sy EXPERIMENTS IN THE BRITISH COLONIES OF NORTH AMERICA. 

ELEANOR L. LorRD. 164 pp. Cloth. $1.25 
STA’ E AID TO HIGHER EDUCATION. 100 pp. $1.00 
THE a HISTORY OF BALTIMORE. By J. H. HOLLANDER. 400 pages. 


Cloth. $2.00 
CUBA AND INTERNATIONAL, RELATIONS. By J. M. CALLAHAN. 503 pp. Cloth. 


$3.00. 
THE AMERICAN WORKMAN. By E. Levasseur. (Translation). 540 pp. Cloth. $3.00. 
HERBERT B. ADAMS. A Memorial Volume. 232 pages. Cloth. 

A HISTORY OF SLAVERY IN VIRGINIA. By J.C. BALLAGH. 160pp. Cloth. $1.50. 
FINANCES AND ADMINISTRATION OF PROVIDENCE, 1636-1901. By H. K. STOKES. 

474. pp. Cloth. $3.50. 

The set of twenty-one series is now offered uniformly bound in cloth for $63.00, and 
including subscription to the current (twenty-second) series for $66.00. The twenty- 
one series with nineteen extra volumes, in cloth, for $82.00. 
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L’ Agriculture devant la science par L. Passy.—L/’ Exposition 
de Saint-Louis par Laborer.—Le mouvement financier et com- 
mercial par M® Fablet.—Revue des principales publications de 
l’étranger par E. Macquart.—Les valeurs morals de l’ouvrier, 
par A. de Malarce.—Bulletin.—Société d’Economie politique 
(Réunion du 5 Avril, 1904). Discussion: L’organisation de la 
Bourse de Paris, la solidarité des intermédiaires et les crises. 
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RAGE TRAITS AND TENDENGIES OF THE AMERICAN NEGRO 


BY FREDERICK L. HOFFMAN. 


Statistician of the Prudential Life Insurance Co. 
Pp. 330. Cloth, $2.00. Paper, $1.25. 


PUBLICATIONS OF THE AMERICAN ECONOMIC ASSO- 
CIATION, VOL. XI, NO. 1-3. 


**  . ,. , The author has special facility for his Faget being statis- 
tician to a great insurance company. . . . He has-been at im- 
mense pains to sift his materials, and has brought to bear on his task 
a trained intellect and a well-balanced judgment.’’— Zhe American. 


*. . . It deals with the questions of vital statistics and an- 
thropometry of Negroes, the problem of race amalgamation, and with 
social and economic conditions and tendencies. . The chapter 
on Race Amalgamation is extremely interesting. Public Health. 


‘**. , . Itis unquestionably the most thorough work of its char- 
acter that has ever come under our observation, and the labor ex- 
pended upon it in the way of calculations is something staggering.’’— 
Richmond Dispatch. 


“‘The publications of the American Economic Association are, 

without exceptions, valuable additions to the literature of economics. 

The most recent publication of the Association gives point to 

this remark. It is a careful study of a serious practical problem 

which the American people have to deal with, and the author has put 

into his work an extesendinary quantity of honest and intelligent re- 
search.’’—San Francisco Chronicle. 


““. . . A very valuable contribution to our knowledge of the 
Negro question.’’—Bulletin of Atlanta University. 


“. . . Itisathorough discussion of the condition, tendencies, 
and prospects of the Negro in the United States, giving us a vast 
amount of information bearing upon the negro problem.’’— Zhe New 
Unity. 

“. , . Itis the best book yet issued on the subject, the fruit of 
years of close study of the subject and absolutely free of bias. . . 
Unless the Negro race can make a proper place for itself, unless it can 
find work to do, for which it is fitted, it will meet, Mr. Hoffman pre- 
dicts, the same fate as every other colored race coming into conflict 
with the Anglo-Saxon—extinction.”—New Orleans Times-Democrat. 


‘*. . . This volume well deserves study . . . Mr. Hoffman 
has been engaged in a work which ought to be carried on in Washing- 
ton to a much greater extent than is now done. He has collected 
tables showing the vital, criminal and property statistics of the 
Negro.” —Southern Workman and Hampton School Record. 


‘*T have here one of the most interesting, instructive and valuable 
compilations that I suppose has ever been written by any one. I did 
not know it was in existence until I began the investigation of this 
subject. I should like for Congress to have it printed as a document 
if the consent of the owner of the copyright could be obtained, and 
let every student of our political and sociological and ethnological 
conditions get hold of it.”"—Senator Benjamin R. Tillman. 


Address orders to 
The Macmillan Company, New York City. 
Swan, Sonnenschein & Co., London. 
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PUBLICATIONS OF THE AMERICAN ECONOSIIC ASSOCIATION 





FIRST SERIES 
VOLUME I, 1886 


No. Price in paper. 
1. Report of Organization of the American Economic Association. Pp. 46. $ .50 
2-3. *Relation of the Modern Municipality to the Gas Supply. By E. J. James. 


Pp. 76. 75 
4. Co-operation in a Western City. By Albert Shaw. Pp. 106. 25 
5. *Co-operation in New England. By Edward W. Bemis. Pp. 136. 75 


6. *Relation of the State to Industrial Action. By Henry C. Adams. Pp. 85. .75 


VOLUME II, 1887 


1. Three Phases of Co-operation in the West. By Amos G. Warner. Pp. 119. .75 

2. Historical Sketch of the Finances of Pa. By T. K. Worthington. Pp. 106. .75 

3. The Railway Question. By Edmund J. James. Pp. 68. 75 

4. The Early History of the English Woolen Industry. By W. J. Ashley. Pp. 85. . 4 

5. Medizeval Guilds of England. By Edwin R. A. Seligman. Pp. 113. 

6. Relation of Modern Municipalities to Quasi-Public Works. By H. C. Adams om 
others. Pp. 87. 75 


VOLUME III, 1888 


1. Statistics in Colleges, by C. D. Wright ; Sociology and Political Economy, by 

F. H. Giddings ; The Legel- -Tender Decisions, by E. J. James. Pp. 80. .75 
2. Capital and its Earnings. By John B. Clark. Pp. 69. 75 
3. The Manual Laboring Class, by F. A. Walker ; Mine Labor in the Hocking Val- 

ley, by E. W. Bemis ; Rages of the Second Annual Meeting. Pp. 86. .75 
4-5. **Statistics and Economics. By Richmond Mayo-Smith. Pp. 127. 1.00 
6. The Stability of Prices. By Simon N. Patten. Pp. 64. 75 


VOLUME IV, 1889 


1, Contributions to the Wages Question : The Theory of Wages, by Stuart Wood ; 
Possibility of a Scientific Law of Wages, by J. B. Clark. Pp. 69. 75 


2. Socialism in England. By Sidney Webb. Pp. 73. 75 
3. Road Legislation for the American State. By J. W. Jenks. Pp. 83. 75 
4. Third Annual Meeting : Report of the Seesenfinen. Pp. 123. 75 
5. Malthus and Ricardo, by S. N. Patten ; The a | of Statistics, by D. R. Dewey ; 

Analysis in Political Economy, by W. W. Folwell. Pp. 69. 75 
6. *An Honest Dollar. By E. Benjamin Andrews. Pp. 50. 75 


VOLUME V, 1890 


I. The Industrial Transition in Japan. By Yeij‘roOno. Pp. 122. 1.00 
2. Two Essays on Child-Labor. By Willoughby and de Graffenried. Pp. 150. .75 
3-4. Papers on the Canal Question. By E. J. Jamesand L. M. Haupt. Pp. 85. 7.00 
5. History of the New York Property Tax. By J. C. Schwab. Pp. 108. 1.00 
6. The Educational Value of Political Economy. By S. N. Patten. Pp. 36. 75 


VOLUME VI, 1891 


I-2. Fourth Annual Meeting: Report, Papers, and Discussions. $7.00 
3. Government Forestry. Papers by Pinchot, Bowers, and Fernow. Pp. 102. .75 
fy 5. Municipal Ownership of Gas in the United States. By E.W. Bemis. Pp. 185. 7.00 

. State Railroad Commissions. By Frederick C. Clark. Pp. rio. 75 


VOLUME VII, 1892 


1. The Silver Situation in the United States. By F. W. Taussig. Pp. 118. 75 
2-3. **Shifting and Incidence of Taxation. By E.R.A. Seligman. Pp. 192. 17.00 
4-5. Sinking Funds. By Edward A. Ross. Pp. 106. 1.00 
6° The Reciprocity Treaty with Canada of 1854. By F. E. Haynes. Pp. 70. 75 
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VOLUME VIII, 1893 
No. Price in paper. 
. Fifth Annual Meeting: Report of the Proceedings. Pp. 130. 75 
-. Housing of the Poor in American Cities. By M. T. Reynolds. Pp. 132. 7.00 
4-5. Public Assistance of the Poor in France. By Emily G. Balch. Pp. 180. 7.00 
6. First Stages of the Tariff Policy of the U.S. By William Hill. Pp. 162. 7.00 


VOLUME IX, 1894 


Sixth Annual Meeting : Hand-Book and Report. hig 
1-2. Progressive Taxation in Theory and Practice. F Rawin R. A. Seligman. 
Pp. 222. (Jn cloth $1.50). 1.00 
3. The Theory of Transportation. By Charles H. Cooley. Pp. 148. 75 
4. Sir William Petty. By Wilson Lloyd Bevan. Pp. 102. is 
5-6. Papers on Labor Problems. By J. B. Clark, C. D. Wright, D. R. Dewey, A 
T. Hadley, and J. G. Brooks. Pp. 94. 75 


VOLUME X, 1895 


-50 


Seventh Annual Meeting : Hand-Book and Report. Pp. 138. 50 
I-3. The Canadian Banking System, 1817-1890. By R. M. Breckenridge. Pp. 476. 
(Ln cloth $2.50.) 1.50 

4. Poor Laws of Stenatenette and New York. By John Cummings. Pp. 136. .75 
5-6. Letters of Ricardo to McCulloch, 1816-1823. Edited by J. H. Hollander. Pp. 
204. (ln cloth $2.00.) 1.25 


VOLUME XI, 1896 


1-3. Race Traits and Tendencies of the American Negro. By F.L. Hoffman. Pp. 

330. (/n cloth $2.00.) 1.25 

4. Appreciation and Interest. By Irving Fisher. Pp. r1o. 75 

General Index to Volumes I-XI (1886-1896). 25 
(Supplied free to owners of sets upon application to the Secretary.) 


Any volume in paper, $4.00; in cloth, $5.00 for a single volume, $4.00 for each 
additional volume ordered at the same time. Vol. XI, in paper, $2.00; in cloth, 
$2.50. 

Set of 11 volumes in cloth, with index, $41.00. 

*Numbers starred are sold only with the set; but those double starred can be 
obtained in revised edition, issued by the Macmillan Co. 


NOTE. —During 1896-1899 the Association issued its publications i in two series, 
viz. : the bi-monthly Economic Studies, and the ‘ new series” of larger mono- 
graphs printed at irregular intervals. In 1900 it reverted to the policy of issuing 
its monographs, now called the ‘‘ third series’ of the publications, at regular quar- 
terly intervals. 


ECONOMIC STUDIES 
VOLUME I, 1896 
Price in paper. 


Eighth Annual Meeting: Hand-Book and Report. Pp. 178. 50 

. The Theory of Economic Progress, by J. B. Clark; The Relation of Changes in 
the Volume of the Currency to Prosperity, by F. A. Walker. Pp. 46. .50 

. The Adjustment of Wages to Efficiency. Three papers: Gain Sharing, by H. 
R. Towne ; The Premium Plan, by F. A. Halsey ; A Piece-RateSystem, 

by F. W. Taylor. Pp. 83. 50 

. The Populist Movement. By Frank L. McVey. Pp. 81. 50 
. The Present Monetary Situation. By W. Lexis. Translated by John Cum- 
mings. Pp. 72. 75 

5-6. The Street Railway Problem in Cleveland. By W.R. Hopkins. Pp.94. .50 











